STATE OF INDIANA

DEPARTMENT OF LOCAL GOVERNMENT FINANCE
PHONE (317) 232-3777
FAX (317)232-8779

INDIANA GOVERNMENT CENTER NORTII
100 NORTH SENATE A VENUE N1 058(B)
INDIANAPOLIS, IN 46204

May 9, 2008

Mr. Shaw R. Friedman
FRIEDMAN & ASSOCIATES P.C.
705 Lincolnway

LaPorte, IN 46350

RE:  Public Records Request

Mr. Friedman,

I'am writing in response to your email dated May 5, 2008, to the Department of Local
Government Finance (Department) requesting public records pursuant to the provisions of
Indiana Code § 5-14-3-1. The Department formally acknowledged receipt of your public records
request on May 8, 2008 by sending a written response within seven (7) days as required by
Indiana Code.

Attached are copies of correspondence you have requested relating to any contract that Mr.
Thomas Atherton or his law firm has with our agency to perform work on the draft 2011
assessment Manual or any other projects for the Department. Furthermore, your request includes
any letter or correspondence in the last three years directed Lo or from Mr. Atherton (or his co-
author Larry Stroble) regarding this project with the Department. In conclusion, the last time the
Bose McKinney firm received any payment from the Department was in 1997.

If you-have any further questions regarding this public records request, please contact me.

Sincerely,

Public Information Officer & Legislative Liaison
Department of Local Government Finance



Summers, Brenda

From: Larry Stroble [larry.stroble@BTLaw.com]

Sent: Monday, February 25, 2008 4:22 PM

To: Musgrave, Cheryl

Cc: dsuess @boselaw.com; TAtherton@boselaw.com; Wood, Barry; Rushenberg, Tim;
mcahoon @imaweb.com; BWaltz@indianachamber.com

Subiject: Proposals Concerning 2011 Manual

Attachments: 1018943_1.DOC; 1019846_1.DOC; Guidelines Suggestions 2 25 2008.pdf

1018943_1.D0OC  1019846_1.DOC Guidelines

(165 KB) (220 KB) uggestions 2 25 20.
Cheryl,

This is a follow up to a meeting that Mark Cahoon, Bill Waltz, Tom Atherton, David Suess,
and I had with Barry Wood and Tim Rushenberg on February 14, 2008. Because of the limited
amount of time before the DLGF needs to complete its draft of the 2011 assessment manual,
we agreed that we would provide our comments in the form of specific suggestions.

Attached is a write up that contains our suggestions. Also attached is a marked copy that
highlights our proposed changes.

In addition, although we have not gone through the entire Guidelines page by page, we have
identified certain selected parts where we have comments. Those are attached in a pdf
document with handwritten suggestions.

As we discussed with Barry and Tim, the main objectives we had in mind were these:

1. Except for agricultural land, we recommend using the market value standard of
value. Based on our discussions with several professional appraisers, the current “market
ralue in use” standard is internally inconsistent and is very difficult, if not
impossible, to apply in a manner that complies with generally recognized appraisal
standards.

2. The valuation date and the assessment date should be synchronized. Leaving any
gap between the two presents numerous difficulties for both assessors and taxpayers.

3. While agreeing that there should be an officially sanctioned cost manual, we
recommend emphasizing that assessors are permitted and encouraged to use any of the three
recognized approaches to value if they are helpful in determining market value. The test
of the correctness of an assessment should be whether it equates to market wvalue.

4. We think it would be useful to underscore the importance of sales ratio studies
and equalization as tools that the DLGF will use to evaluate equity and uniformity in

assessment results.

Our group would be glad to meet with you, Barry, and Tim again to explain our thoughts
further or to discuss other aspects of the new manual. We appreciate your efforts in
trying to improve our tax assessment system.

CONFIDENTIALITY NOTICE: This email and any attachments are for the exclusive and
confidential use of the intended recipient. If you are not the intended recipient, please
do not read, distribute or take action in reliance upon this message. If you have received
this in error, please notify us immediately by return email and promptly delete this
message and its attachments from your computer system. We do not waive attorney-client or
work product privilege by the transmission of this message.

TAX ADVICE NOTICE: Tax advice, if any, contained in this e-mail does not constitute a
"reliance opinion" as defined in IRS Circular 230 and may not be used to establish
‘easonable reliance on the opinion of counsel for the purpose of avoiding the penalty
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imposed by Section 6662A of the Internal Revenue Code. The firm provides reliance
opinions only in formal opinion letters containing the signature of a partner .



————— Original Message-----

From: Rushenberg, Tim

Sent: Monday, February 25, 2008 4:40 PM

To: 'Larry Stroble'; Musgrave, Cheryl

Cc: dsuess@boselaw.com; TAtherton@boselaw.com; Wood, Barry;
mcahoon@imaweb.com; BWaltz@indianachamber.com

Subject: RE: Proposals Concerning 2011 Manual

Larry,

- Thanks. We'll take a look at it.

Timothy J. Rushenberg
General Counsel
Indiana Department of Local Government Finance

Confidentiality Notice: The material in this e-mail transmission (including-
all attachments) is private and confidential and is the property of the
sender. The information contained in the material is privileged and is
intended only for the use of the named addressee(s). If you are not the
intended addressee, be advised that any unauthorized disclosure, copying,
distribution or the taking of any action in reliance on the contents of this
material is strictly prohibited. If you have received this e-mail in error,
please immediately notify the sender by telephone or e-mail, and then delete
the message received in error immediately.

Circular 230 Disclosure: Any advice contained in this e-mail (including any
attachments) unless expressly stated otherwise, is not intended or written
to be used or relied upon, and may not be used or relied upon, for purposes
of avoiding tax penalties that may be imposed on any taxpayer by any
governmental authority.

~~~~~ Original Message-----
From: Larry Stroble [mailto:larry.stroble@BTLaw.com]
Sent: Monday, February 25, 2008 4:22 PM

To: Musgrave, Cheryl
Cc: dsuess@boselaw.com; TAtherton@boselaw.com; Wood, Barry; Rushenberg, Tim;

mcahoon@imaweb.com; BWaltz@indianachamber.com
Subject: Proposals Concerning 2011 Manual

Cheryl,

‘This is a follow up to a meeting that Mark Cahoon, Bill Waltz, Tom Atherton,
David Suess, and I had with Barry Wood and Tim Rushenberg on February 14,
2008. Because of the limited amount of time before the DLGF needs to
complete its draft of the 2011 assessment manual, we agreed that we would
provide our comments in the form of specific suggestions. Attached is a
write up that contains our suggestions. Also attached is a marked copy that

highlights our proposed changes.

In addition, although we have not gone through the entire Guidelines page by
page, we have identified certain selected parts where we have comments.
Those are attached in a pdf document with handwritten suggestions.



As we discussed with Barry and Tim, the main objectives we had in mind were
these: '

1. Except for agricultural land, we recommend using the market value
standard of value. Based on our discussions with several professional
appraisers, the current “market value in use” standard is internally
inconsistent and is very difficult, if not impossibkble, to apply in a manner
that complies with generally recognized appraisal standards.

2. The valuation date and the assessment date should be synchronized.
Leaving any gap between the two presents numerous difficulties for both
assessors and taxpayers.

3. While agreeing that there should be an officially sanctioned cost
manual, we recommend emphasizing that assessors are permitted and encouraged
to use any of the three recognized approaches to value if they are helpful
in determining market value. The test of the correctness of an assessment
should be whether it equates to market value.

: 4. We think it would be useful to underscore the importance of sales
ratio studies and equalization as tools that the DLGF will use to evaluate

equity and uniformity in assessment results.

Our group would be glad to meet with you, Barry, and Tim again to explain
our thoughts further or to discuss other aspects of the new manual. We
appreciate your efforts in trying to improve our tax assessment system.

CONFIDENTIALITY NOTICE: This email and any attachments are for the
exclusive and confidential use of the intended recipient. If you are not
the intended recipient, please do not read, distribute or take action in
reliance upon this message. If you have received this in error, please
notify us immediately by return email and promptly delete this message and
its attachments from your computer system. We do not waive attorney-client
or work product privilege by the transmission of this message.

TAX ADVICE NOTICE: Tax advice, if any, contained in this e-mail does not
constitute a "reliance opinion" as defined in IRS Circular 230 and may not
be used to establish reasonable reliance on the opinion of counsel for the
purpose of avoiding the penalty imposed by Section 6662A of the Internal
Revenue Code. The firm provides reliance opinions only in formal opinion
letters containing the signature of a partner.



F'rc;n”i: Rushenberg,anm
Sent: Tuesday, February 26, 2008 10:40 AM

Cc: Ebert, Linda
Subject: Meeting with Commissioner re: real property manual

Tom,

The Commissioner is able to meet this week, but wanted you to know that she may be
pulled away for a last-second legislative matter. What dates and times are you available?

Linda Ebert, who is courtesy copied on this email, is the Commissioner's assistant. She
will schedule the meeting and put you on her calendar for this week.

Very Respectfully,

Timothy J. Rushenberg

General Counsel

Indiana Department of Local Government Finance
Indiana Government Center North

100 North Senate Avenue N1058(B)

Indianapolis, IN 46204

Phone: (317) 232-3777

Fax: (317) 232-8779

Confidentiality Notice: The material in this e-mail transmission (including all attachments) is private and
confidential and is the property of the sender. The information contained in the material is privileged and
is intended only for the use of the named addressee(s). If you are not the intended addressee, be advised
that any unauthorized disclosure, copying, distribution or the taking of any action in reliance on the
contents of this material is strictly prohibited. If you have received this e-mail in error, please immediately
notifv the sender by telephone or e-inail, and then delete the message received in error immediately.

Circular 230 Disclosure: Any advice contained in this e-mail (including any attachments) unless expressly
stated otherwise, is not intended or written to be used or relied upon, and may not be used or relied upon,
for purposes of avoiding rax penalties that may be imposed on any taxpayer by any governmental authority.



From: Rushenberg, Tim

Sent: Friday, March 07, 2008 1:05 PM

To: Larry Stroble

Cc: dsuess@boselaw.com; TAtherton@boselaw.com; Wood, Barry; mcahoon@imaweb.com;
BWaltz@indianachamber.com

Subject: RE: Proposals Concerning 2011 Manua!

Please see the attached draft Manual. We'd appreciate any comments you may have. Time is
short.

Tim

From: Larry Stroble [mailto:larry.stroble@BTLaw.com]

Sent: Mon 2/25/2008 4:21 PM

To: Musgrave, Cheryl

Cc: dsuess@boselaw.com; TAtherton@boselaw.com; Wood, Barry; Rushenberg, Tim;
mcahoon@imaweb.com; BWaltz@indianachamber.com

Subject: Proposals Concerning 2011 Manual

Cheryl,

This is a follow up to a meeting that Mark Cahoon, Bill Waltz, Tom Atherton, David Suess, and I had with
Barry Wood and Tim Rushenberg on February 14, 2008. Because of the limited amount of time before the
DLGF needs to complete its draft of the 2011 assessment manual, we agreed that we would provide our
comments in the form of specific suggestions. Attached is a write up that contains our suggestions. Also
attached is a marked copy that highlights our proposed changes.

In addition, although we have not gone through the entire Guidelines page by page, we have identified
certain selected parts where we have comments. Those are attached in a pdf document with handwritten
suggestions.

As we discussed with Barry and Tim, the main objectives we had in mind were these:

I. Except for agricultural land, we recommend using the market value standard of value. Based on
our discussions with several professional appraisers, the current “‘market value in use” standard is internally
inconsistent and is very difficult, if not impossible, to apply in a manner that complies with generally
recognized appraisal standards.

2. The valuation date and the assessment date should be synchronized. Leaving any gap between the
two presents numerous difficulties for both assessors and taxpayers.

3. While agreeing that there should be an officially sanctioned cost manual, we recommend
emphasizing that assessors are permitted and encouraged to use any of the three recognized approaches to
value if they are helpful in determining market value. The test of the correctness of an assessment should
be whether it equates to market value.

4. We think it would be useful to underscore the importance of sales ratio studies and equalization as
tools that the DLGF will use to evaluate equity and uniformity in assessment results.

Our group would be glad to meet with you, Barry, and Tim again to explain our thoughts further or to
discuss other aspects of the new manual. We appreciate your efforts in trying to improve our tax
assessment system.



CONFIDENTIALITY NOTICE: This email and any attachments are for the
exclusive and confidential use of the intended recipient. If you

are not the intended recipient, please do not read, distribute or

take action in reliance upon this message. If you have received

this in error, piease notify us immediately by return emaii and

promptly delete this message and its attachments from your computer
system. We do not waive attorney-client or work product privilege

by the transmission of this message.

TAX ADVICE NOTICE: Tax advice, if any, contained in this e-mail
does not constitute a "reliance opinion" as defined in IRS Circular
230 and may not be used to establish reasonable reliance on the
opinion of counsel for the purpose of avoiding the penalty imposed
by Section 6662A of the Internal Revenue Code. The firm provides
reliance opinions only in formal opinion letters containing the
signature of a partner.



Summers, Brenda

From: Larry Stroble [larry.stroble @BTLaw.com]

Sent: Monday, March 10, 2008 10:08 AM

To: Rushenberg, Tim

Cc: dsuess @boselaw.com; TAtherton @boselaw.com; Wood, Barry; mcahoon @imaweb.com;
BWaltz @indianachamber.com

Subject: RE: Proposals Concerning 2011 Manual

Tim,

The draft looked fine to me. I had no other comments. I assume 1f any of the others
receiving this e-mail message have any comments, they will communicate them directly to
you.

>>> "Rushenberg, Tim" <trushenberg@dlgf.in.gov> 3/7/2008 1:04 PM >>>
Please see the attached draft Manual. We'd appreciate any comments you may have. Time is
short.

Tim

From: Larry Stroble [mailto:larry.stroble@BTLaw.com]

Sent: Mon 2/25/2008 4:21 PM i

To: Musgrave, Cheryl

Cc: dsuess@boselaw.com; TAtherton@boselaw.com; Wood, Barry; Rushenberg, Tim;
mcahoon@imaweb.com; BWaltz@indianachamber.com

Subject: Proposals Concerning 2011 Manual

Cheryl,

This is a follow up to a meeting that Mark Cahoon, Bill Waltz, Tom Atherton, David Suess,
and I had with Barry Wood and Tim Rushenberg on February 14, 2008. Because of the limited
amount of time before the DLGF needs to complete its draft of the 2011 assessment manual,
we agreed that we would provide our comments in the form of specific suggestions.

Attached is a write up that contains our suggestions.

Also attached is a marked copy that highlights our proposed changes.

In addition, although we have not gone through the entire Guidelines page by page, we have
identified certain selected parts where we have comments. Those are attached in a pdf
document with handwritten suggestions.

As we discussed with Barry and Tim, the main objectives we had in mind were these:

1. Except for agricultural land, we recommend using the market value standard of
value. Based on our discussions with several professional appraisers, the current "market
value in use" standard is internally inconsistent and is very difficult, if not
impossible, to apply in a manner that complies with generally recognized appraisal
standards.

2. The valuation date and the assessment date should be synchronized. Leaving
any gap between the two presents numerous difficulties for both assessors and taxpayers.

3. While agreeing that there should be an officially sanctioned cost manual, we
recommend emphasizing that assessors are permitted and encouraged to use any of the three
recognized approaches to value if they are helpful in determining market value. The test
of the correctness of an assessment should be whether it equates to market value.

4. We think it would be useful to underscore the importance of sales ratio
studies and equalization as tools that the DLGF will use to evaluate equity and uniformity
in assessment results.

Our group would be glad to meet with you, Barry, and Tim again to explain our thoughts
further or.to discuss other aspects of the new manual. We appreciate your efforts in
trying to improve our tax assessment system.

1



CONFIDENTIALITY NOTICE: This email and any attachments are for the exclusive and
confidential use of the intended recipient. If you are not the intended recipient, please
do not read, distribute or take action in reliance upon this message. If you have received
this in error, please notify us immediately by return email and promptly delete this
message and its attachments from your computer system. We do not waive attorney-client o
work product privilege by the transmission of this message.

(o]

TAX ADVICE NOTICE: Tax advice, if any, contained in this e-mail does not constitute a
"reliance opinion" as defined in IRS Circular 230 and may not be used to establish
reasonable reliance on the opinion of counsel for the purpose of avoiding the penalty
imposed by Section 6662A of the Internal Revenue Code. The firm provides reliance
opinions only in formal opinion letters containing the signature of a partner.



————— Original Message-----

From: Suess, David [mailto:dsuess@boselaw.com]
Sent: Wednesday, March 12, 2008 10:06 AM

To: Larry Strobl Rushenberg, Tim

e;
ect: RE: Proposals Concerning 2011 Manual
Tim: The draft looks fine to me as well.
David

————— Original Message-----

From: Larry Stroble [mailto:larry.stroble@BTLaw.com]

Sent: Monday, March 10, 2008 10:08 AM

To: Tim Rushenberg

Cc: Suess, David; Atherton, Thomas; Barry Wood; mcahoon@imaweb.com;

BWaltz@indianachamber.com
Subject: RE: Proposals Concerning 2011 Manual

Tim,

The draft looked fine to me. I had no other comments. I assume if any
of the others receiving this e-mail message have any comments, they will
communicate them directly to you.

>>> "Rushenberg, Tim" <trushenberg@dlgf.in.gov> 3/7/2008 1:04 PM >>>

Please see the attached draft Manual. We'd appreciate any comments you
may have. Time is short.

Tim

From: Larry Stroble [mailto:larry.stroble@BTLaw.com]

Sent: Mon 2/25/2008 4:21 PM

To: Musgrave, Cheryl

Cc: dsuess@boselaw.com; TAtherton@boselaw.com; Wood, Barry; Rushenberg,
Tim; mcahoon@imaweb.com; BWaltz@indianachamber.com

Subject: Proposals Concerning 2011 Manual

Cheryl,

This is a follow up to a meeting that Mark Cahoon, Bill Waltz, Tom
Atherton, David Suess, and I had with Barry Wood and Tim Rushenberg on
February 14, 2008. Because of the limited amount of time before the
DLGF needs to complete its draft of the 2011 assessment manual, we
agreed that we would provide our comments in the form of specific
suggestions. Attached is a write up that contains our suggestions.
Also attached is a marked copy that highlights our proposed changes.

In addition, although we have not gone through the entire Guidelines
page by page, we have identified certain selected parts where we have
comments. Those are attached in a pdf document with handwritten

suggestions.



As we discussed with Barry and Tim, the main objectives we had in mind
were these: )

1. Except for agricultural land, we recommend using the market
value standard of value. Based on our discussions with several
professional appraisers, the current "market value in use" standard is
internally inconsistent and is very difficult, if not impossible, to
apply in a manner that complies with generally recognized appraisal
standards.

2. The valuation date and the assessment date should be
synchronized. Leaving any gap between the two presents numerous
difficulties for both assessors and taxpayers.

3. While agreeing that there should be an officially
sanctioned cost manual, we recommend emphasizing that assessors are
permitted and encouraged to use any of the three recognized approaches
to value if they are helpful in determining market value. The test of
the correctness of an assessment should be whether it egquates to market
value.

4. We think it would be useful to underscore the importance of
sales ratio studies and equalization as tools that the DLGF will use to
evaluate equity and uniformity in assessment results.

Our group would be glad to meet with you, Barry, and Tim again to
explain our thoughts further or to discuss other aspects of the new
manual. We appreciate your efforts in trying to improve our tax
assessment system.

CONFIDENTIALITY NOTICE: This email and any attachments are for the
exclusive and confidential use of the intended recipient. If you
are not the intended recipient, please do not read, distribute or
take action in reliance upon this message. If you have received
this in error, please notify us immediately by return email and
promptly delete this message and its attachments from your computer
system. We do not waive attorney-client or work product privilege
by the transmission of this message.

TAX ADVICE NOTICE: Tax advice, if any, contained in this e-mail
does not constitute a "reliance opinion" as defined in IRS Circular
230 and may not be used to establish reasonable reliance on the
opinion of counsel for the purpose of avoiding the penalty imposed
by Section 6662A of the Internal Revenue Code. The firm provides
reliance opinions only in formal opinion letters containing the
signature of a partner.
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IRS CIRCULAR 230 DISCLOSURE: In compliance with U.S. Treasury
Regulations, we inform you that, unless otherwise expressly
stated, any federal tax advice contained in this communication
(including any attachments) is not intended or written to be



used, and it cannot be used, by anyone for the purpose of

(1) avoiding federal tax penalties that may be imposed by the
Internal Revenue Service or (ii) promoting, marketing or
recommending to another party any transaction or

tax-related matter addressed herein.

This message is from the law firm Bose McKinney & Evans LLP.

This message and any attachments may contain legally privileged or
confidential information, and are intended only for the individual

or entity identified above as the addressee. If you are not the
addressee, or if this message has been addressed to you in error,

you are not authorized to read, copy, or distribute this message

and any attachments, and we ask that you please delete this message
and attachments (including all copies) and notify the sender by
return e-mail or by phone at 317-684-5000. Delivery of this message
and any attachments to any person other than the intended recipient(s)
is not intended in any way to waive confidentiality or a privilege.
All personal messages express views only of the sender, which are not
to be attributed to Bose McKinney & Evans LLP, and may not be copied
or distributed without this statement.



From: Rushenberg, Tim

Sent: Wednesday, March 26, 2008 9:40 AM
To: 'Atherton, Thomas'

Subject: RE: New Manual

The new manual has been sent over to the State Budget Agency awaiting approval.

Timothy J. Rushenberg
General Counsel ‘
Indiana Department of Local Government Finance

Confidentiality Notice: The material in this e-mail transmission (including all attachinents) is private and
confidential and is the property of the sender. The information contained in the material is privileged and
is intended only for the use of the named addressee(s). If you are not the intended addressee, be advised
thar any unauthorized disclosure, copying, distribution or the taking of any action in reliance on the
contents of this material is strictly prohibited. If you have received this e-mail in error, please inunediately
notify the sender by telephone or e-mail, and then delete the message received in error immediately.

Circular 230 Disclosure: Ay advice contained in this e-mail (including any attachments) unless expressly
stated otherwise, is not intended or written 10 be used or relied upon, and may not be wsed or relied upon,
Jor purposes of avoiding tax penalties that may be imposed on any taxpayver by any governmental authoriry.

From: Atherton, Thomas [mailto:TAtherton@boselaw.com]
Sent: Wednesday, March 26, 2008 9:26 AM

To: Rushenberg, Tim

Subject: New Manual

1 got a call from the chamber suggesting | speak at their annual tax get-together about "changes
in the new manual.” It strikes me as a little premature to be talking about a 2011 manual. What
is the status of the new manual? Has it even seen the light of day?

| take the liberty of interrupting your day because | know Bill Wendt is in the hospital, so you've
got a lot more free time on your hands. ;-)

Tom

Thomas M. Atherton

Bose McKinney & Evans, LLP
135 North Pennsylvania Street
Indianapolis, IN 46204
Telephone: (317) 684-5348
Facsimile: (317) 223-0348
TAtherton @boselaw.com
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IRS CIRCULAR 230 DISCLOSURE: In compliance with U.S. Treasury Regulations, we inform you that,
unless otherwise expressly stated, any federal tax advice contained in this communication (including any
attachments) is not intended or written to be used, and it cannot be used, by anyone for the purpose of (i)
avoiding federal tax penalties that may be imposed by the Internal Revenue Service or (i) promoting,
marketing or recommending to another party any transaction or tax-related matter addressed herein.



From: Rushenberg, Tim
Sent: Monday, May 05, 2008 2:44 PM

To: Atherton, Thomas

Subject: RE: TIAAQ Library-legal value standard by state

Very helpful. I was planning on contacting the IAAO on Wednesday to see if they had
such state-by-state information.

Very Respectfully,

Timothy J. Rushenberg
General Counsel
Indiana Department of Local Government Finance

Confidentiality Notice: The material in this e-mail transmission (including all attachiwents) is private and
confidential and is the property of the sender. The information contained in the material is privileged and
is imtended only for the use of the named addressee(s). If vou are not the intended addressee, be advised
that any unawthorized disclosure, copying, distribution or the taking of any action in reliance on the
contents of this material is strictly prohibited. If you have received this e-mail in error, please immediarely
notify the sender by relephone or e-mail, and then delete the message received in error immediately.

Circular 230 Disclosure: Any advice contained in this e-mail (including any attachments) unless expressly
stated otherwise, is not intended or written to be used or relied upon, and may not be used or relied upou,
Jor purposes of avoiding tax penalties that may be imposed on any taxpaver by any governmental authority.

From: Atherton, Thomas [mailto: TAtherton@boselaw.com]
Sent: Mon 5/5/2008 2:22 PM

To: Rushenberg, Tim

Subject: FW: IAAO Library-legal value standard by state

Tim,

I am forwarding this email | received from the IAAO and hope it may be useful in the

DLGF's consideration of proper standard of value to be included in the next Manual. The
attached table shows that use value is the predominant standard of value for agricultural
properties (including timber). However, apart from agricultural properties and the states

of Nevada and Montana, market value is the almost universal standard and use value is almost
"unused."

| will bring copies of the table to the meeting. Since the IAAO didn't include the title or source of
the document in the table, it may be unclear where the document came from, and | wanted you to
be able to see the source.

Tom

From: Mary Odom [mailto:Odom@iaao.org]

Sent: Monday, May 05, 2008 12:02 PM

To: Atherton, Thomas

Subject: IAAQ Library-legal value standard by state



Good Morning Mr. Atherton,

Thank you for contacting the IAAO Library concerning the legal value standard for each state. |
have attached a section from the Property Tax Policies and Administrative Practices in Canada
" and the United States published by IAAQ in 2000. The question that the state’s answered for this

section is below:

“Indicate the number of parcels in each type of property and the legal level of assessment for
each property category. Also please check which value standard applies, such as market value,
for each property type. If the value standard is market value, please indicate in the base year
column whether it is current market value or if the market value is established as of a certain point
in time (such as a base year of 1990).”

If you need further assistance, please contact me again.
Best Regards,

Mary Odom

Research Librarian

International Association of Assessing Officers
314 W. 10th St.

Kansas City, MO 64105-1616

Direct: 816-701-8117

Fax: 816-701-8149

Toll-free: 800-616-4226

odom@iaao.org

| cannot live without books." -Thomas Jefferson

From: IAAO 5870U [mailto:5870@iaao.org]
Sent: Monday, May 05, 2008 10:01 AM
To: Mary Odom

Subject: Attached Image

IRS CIRCULAR 230 DISCLOSURE: In compliance with U.S. Treasury Regulations, we inform you that,
unless otherwise expressly stated, any federal tax advice contained in this communication (including any
attachments) is not intended or written to be used, and it cannot be used, by anyone for the purpose of (i)
avoiding federal tax penalties that may be imposed by the Internal Revenue Service or (ii) promoting,
marketing or recommending to another party any transaction or tax-related matter addressed herein.



Draft
2/25/2008

Introduction

A general reassessment of all real property within the state is required as of March 1,2011. This
assessment manual contains the rules for assessing real property located in Indiana for the
March 1, 2011, assessment date.

IC 6-1.1-31-6(c) provides that “true tax value is the value determined under the rules of the
department of local government finance.” In the case of agricultural land, true tax value shall be
the value determined in accordance with the Guidelines adopted by the Department of Local
Government Finance. In the case of all other real property, true tax value shall mean market
value, which is defined as follows:

The most probable price, as of a specified date, in cash, or in terms
equivalent to cash, or in other precisely revealed terms, for which
the specified property rights should sell after reasonable exposure
in a competitive market under all conditions requisite to a fair sale,
with the buyer and seller each acting prudently, knowledgeably,
and forl self-interest, and assuming that neither is under undue
duress. '

The true tax value of property under this definition shall be determined as of the applicable
assessment date.

Three standard approaches arc used to determine market value. The first approach, known as the
cost approach, estimates the value of the land as if vacant and then adds the depreciated cost new
of the improvements to arrive at a total estimate of value. The second approach, known as the
sales comparison approach, estimates the total value of the property directly by comparing it to
similar, or comparable, properties that have sold in the market. The third approach, known as the
income approach, is used for income producing properties that are typically rented. It converts
an estimate of income, or rent, the property is expected to produce into value through a
mathematical process known as capitalization. Each of these approaches is appropriate {or
determining the true tax value of property under the definition provided in this manual. The
approaches to determining market value and the reconciliation of such approaches shall be
applied in accordance with generally recognized appraisal principles. Standard appraisal and
valuation texts such as those published by the Appraisal Institute and the International
Association of Assessing Officers, are acceptable sources for determining such principles. The
estimate of market value shall be based on the property’s highest and best use as determined by
the application of such appraisal principles.

The Guidelines adopted by the Department of Local Government Finance provide procedures
and schedules that arc acceptable in determining true tax value under the cost approach.
Assessing officials may also consider other relevant information in applying the cost approach
and may also use either the sales comparison approach or the income approach, or both, in
determining true tax value if they are applicable to the type of property being assessed and if
relevant and reliable data is available to support the use of such approaches.

" Appraisal Institute, The Dictionary of Real Estate Appraisal. p. 177 (2002).



An assessment determined by an assessing official in accordance with this manual shall be
presumed to be correct. Any evidence relevant to the truc tax value of the property as of the
asscssment date may be presented to rebut the presumption of correctness of the assessment.
Such evidence may include an appraisal prepared in accordance with generally recognized
appraisal standards. However, there is no requirement that an appraisal be presented either to
support or to rebut an assessment. Instead, the validity of the assessment shall be evaluated on
the basis of all relevant evidence presented. Whether an assessment is correct shall be
determined on the basis of whether, in light of the relevant evidence, it reflects the property’s
true tax value as defined in this manual.

The county assessor shall also utilize assessment studies, as provided in a separate rule, as a
means to attain a just and equal basis of assessment among taxpayers in the county under IC 6-
1.1-13-6. Assessment studies seek to measure both the level of assessment and level of
uniformity within assessing jurisdictions and property classes.

Level of assessment refers to the extent to which property assessments approximate lcgally
mandated assessed valuation standards. By comparing the certified assessed values of sample
parcels within townships with values based on the valuation standards, assessment ratios can be
calculated for each township in a county. These ratios will serve as a basis for level of
assessment measures.

Level of uniformity refers to the degree to which property classes are equally assessed within
assessing jurisdictions. Based on assessment ratio data for each township in a county, various
statistical measures, including coefficient of dispersion, can be applied to determine the level of
uniformity within assessing jurisdictions.

Data utilized to measure level of assessment and levels of uniformity are to be used by county
assessors to equalize the assessed value of property within the county. When deemed necessary
to equalize assessments between or within townships or between classes of property, or when
deemed necessary to raise or lower assessments within a county or any part thereof to the level
prescribed by law, the county assessor shall apply a percentage increase or decrease to individual
assessments to attain just and equal assessments.

Assessment studies generally involve five basic steps: (1) definition of purpose and objectives,

(2) collection and preparation of market data, (3) matching appraisal and market data, for
consistency, (4) statistical analysis, and (5) evaluation and use of results.
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Definitions

Dcfinitions preceded by m are taken from the publication, Glossary for Property Appraisal and
Assessment, copyright © 1997 by the International Association of Assessing Officers, 130 East
Randolph Street, Suite 850, Chicago, Illinois 60601-6217. Definitions preceded by V¥ are those
developed by the Department of Local Government Finance. Words in bold print in the
definition refer to other words defined in this section.

Appraisal

Appraisal Date

Appraisal Methods

Arithmetic Mean

Array

Assess

Assessed Value

Assessment

Assessment-
Appraisal Ratio

Assessment Date

® (1) The act of estimating the money value of property. (2) The money
value of property as estimated by an appraiser. (3) Of or pertaining to
appraising and related functions, for example, appraisal practice,
appraisal services.

® The date as of which a property's value is estimated. ¥ The date as of
which the true tax value of the property is estimated. In the case of the
2011 general reassessment, this would be March 1, 2011.

® The three methods of appraisal, that is, the cost approach, income
approach, and sales comparison approach as defined in the Overview
of Mass Appraisal Methods and Models section of this rule. ¥ Any
method of estimating value

B See mean.

B An ordered arrangement of data, such as a listing of sales ratios, in
order of magnitude. V¥ A ranking of data in order of value. May be either
mn ascending (lowest to highest) or descending (highest to lowest) order.
Also referred to as a rank order.

& To value property officially for the purpose of taxation.

e The dollar amount for a property entered into the assessment roll.
¥ May differ from true tax value if a fractional assessment system
exists. Beginning with the 2001 assessment year, the assessed value
equals 100% of the true tax value.

B (1) In general, the official act of determining the amount of the tax
base. (2) As applied to property taxes, the official act of discovering,
listing, and appraising property, whether performed by an assessor,
property tax assessment board of appeals or a court. (3) The value placed
on property in the course of such act. See assess.

® The ratio of the assessed value of a property to an independent
appraisal.

¥ March 1% of any year.
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Assessment Equity

Assessment Level

Assessment Ratio
Study

Assessment-Sale
Price Ratio

Average

Central Tendency

Coefficient of
Dispersion

Comparable Sales

Dispersion

Equalization

Fractional

Assessment

Level of Assessment

Lien Date

E The degree to which asscssments bear a consistent relationship to
market value.

# The common or overall ratio of assessed values to market values.

® An investigation intended to determine the assessment ratio and
assessment equity.

® The ratio of the assessed value to the sale price (or adjusted sale price)
of a property.

B The arithmetic mean.

® (1) The tendency of most kinds of data to cluster around some typical
or central valuc, such as the mean, median, or mode. (2) By extension,
any or all such statistics.

e The average deviation of a group of numbers from the on median
expressed as a percentage of the median. In ratio studies, the average
percentage deviation from the median ratio.

® Recently sold properties that are similar in important respects to a
property being appraised; sometime referred to as “comparables”.

® The degree to which data are distributed either tightly or loosely around
a measure of central tendency.

® The process by which an appropriate governmental body attempts to
ensure that all property under its jurisdiction is appraised at the same
ratio or as required by law.

B Assessment at a fraction (percentage) of full value, or of such standard
as may be fixed by law. Note: Fractional assessment may constitute
underassessment, or it may be sanctioned by law. ¥ In Indiana, up to and
including the 2000 assessment year, the statutes allowed for fractional
assessments of 33-1/3% of true tax value. Beginning with the 2001
assessment year, fractional assessments no longer legally exist because
the statute raises the assessment level to 100% of true tax value

& Sce assessment level and assessment ratio.

® The date on which an obligation, such as a property tax bill (usually in
an amount yet to be determined), attaches to a property and the property
becomes sccurity against its payment.
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Market Value

Mass Appraisal

Mean

Measures of Central
Tendency

Median

Mode

Model

Property Wealth

Ratio Study

Reassessment

Replacement Cost

Reproduction Cost

The most probable price, as of a specified date, in cash, or in terms
equivalent to cash, or in other precisely revealed terms, for which the
specified property rights should sell after reasonable exposure in a
competitive market under all conditions requisite to a fair sale, with the
buyer and seller each acting prudently, knowledgeably, and for self-
interest, and assuming that neither is under undue duress.

m The process of valuing a group of properties as of a given date using
common data, standardized methods, and statistical testing

® A measure of central tendency. The result of adding all the valucs of
a variable and dividing the number of values.

m A singlc point in a range of observations around which the observations
tend to cluster. The three most commonly used measures of central
tendency are the mean, median, and mode.

= A measure of central tendency. When the number of items is odd, the
value of the middle item when the items arc arrayed by size. When the
number of items is even, the arithmetic average of the two central items
when the items are similarly arranged. Thus, a positional average that is
not affected by the size of extreme values.

® The most frequently occurring observation in an array.

m (1) A representation of how something works. (2) For purposes of
appraisal, a representation (in words or an equation) that explains the
relationship between value or estimated sale price and variables
representing factors of supply and demand

® The abundance of economic utility realized from property rights.

® A study of the relationship between appraised or assessed values and
market values. Indicators of market values may be either sales (sales
ratio study) or independent “expert” appraisals (appraisal ratio study).
Of common interest in ratio studies are the level uniformity of the
appraisal or assessments.

® The re-listing and reappraisal of all property in a jurisdiction or portion
thereof. Also called reappraisal or revaluation.

m The cost, including material, labor, and overhead, which would be
incurred in constructing an improvement having the same utility to its

owner as a subject improvement.

® The cost of constructing a new improvement, reasonably identical with
the subject improvement, using the same materials, construction
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Sale Price
Sales Ratio Study

Single-Property
Appraisal

Statistics

Subject Property

Taxable Value

True Tax Value

Valuation Date

standards, design, and quality of workmanship.
® Amount paid for an item.
B A ratio study that uses sales prices as a proxy for market values.

® Appraisal of properties one at a time. Contrasts with Mass Appraisal.

® (1) Numerical descriptions calculated from a sample. For example, the
median, mean, or coefficient of dispersion. Statistics are used to
estimate corresponding measures, termed parameters, for the population.
(2) The science of studying numerical data systematically and of
presenting the results usefully

® The property being appraised.

® The appraised value minus all applicable exemptions, deductions, and
abatements. Property taxes are levied on taxable value. ¥ In Indiana, the
taxable value is referred to as net assessed value.

B In the case of agricultural land, the value determined in accordance
with the Guidelines adopted by the Department of Local Government
Finance. In the case of all other property, market value as defined in this
manual. '

® The date as of which a property's value is estimated. V¥ The date as of
which the true tax value of the property is estimated. In the case of the
2011 general reassessment, this would be March 1,2011.
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Overview of Mass Appraisal Methods and Models

The purpose of this section of the rule is to give the assessing official an introduction to, and an
overview of, mass appraisal methods and models. It is not the intent to be all-inclusive nor to be
the definitive source of information on the topic. Those desiring more detail on the subject are
referred to the International Association of Assessing Officers textbook, Mass Appraisal of
Real Property; copyright © 1999 by the International Association of Assessing Officers, 130
East Randolph Street, Suite 850, Chicago, Illinois 60601-6217.

As defined by the International Association of Assessing Officers and in the Definitions section
of this rule, mass appraisal is, “The process of valuing a group of properties as of a given date
using common data, standardized methods, and statistical testing.” This definition can be
compared to single-property appraisal, which is the process of valuing an individual property as
of a given date. Although the two differ in the areas of data analysis and the degree of quality
control required, they are similar in the steps applied to arrive at a final conclusion of value. Both
are applicd economic theory and have as a foundation various economic principles and theories.

Mass appraisal and single-property appraisal methods are based on what are known as the three
approaches to value. These approaches are the cost approach, the sales comparison approach, and
the income approach. They are three distinct ways of looking at property and estimating its
value. The approaches to value offer three different alternatives a potential buyer has when
deciding to make an offer on a property.

Cost Approach

The cost approach to value is based on the assumption that potential buyers will pay no more for
the subject property than it would cost them to purchase an equally desirable substitute parcel of
vacant land and construct an equally desirable substitute mmprovement. In this approach, the
appraiser calculates the cost new of the improvements, subtracts from it accrued depreciation to
arrive at an estimate of the improvement's value, and then adds the value of the land as if vacant
to armive at an estimate of the subject property's total value. It can be expressed in a formula as
follows:

(RCN-D)+LV =V

Where: RCN = Replacement/Reproduction Cost New of the Improvements
D = Accrued Depreciation
LV = Land Value, as if vacant
\Y% = Total Property Value

Sales Comparison Approach

The sales comparison approach to value is based on the assumption that potential buyers will pay
no more for the subject property than it would cost them to purchase an equally desirable
substitute improved property already existing in the market place. In this approach, the appraiser
locates sales of comparable improved properties and adjusts the selling prices to reflect the
subject property's total value. The adjustments are the quantification of characteristics in
properties that cause prices paid to vary. The appraiser considers and compares all possible
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differences between the comparable properties and the subject property that could affect value.
Objectively verifiable market evidence should be used to determine these items, Items, which are
identified as having an influence on value in the market place, are then quantified by the use of
their contributory values. These contributory values then become the adjustments which are
added to, or subtracted from, the selling price of the comparable property.

The sales comparison approach can be expressed in a formula as follows:

SP+Adj=V
Where: Sp = Sale Price of a Comparable Improved Property
+ = Plus or minus
Adj = Adjustments
Vv = Total Property Value

Income Approach

The income approach to value is based on the assumption that potential buyers will pay no more
for the subject property than it would cost them to purchase an equally desirable substitute
investment that offers the same return and risk as the subject property. It considers the subject
property as an investment and, to that end; its value is based on the rent it will produce for the
owner. It can be expressed in a formula as follows:

V = 1 + R
Where: \Y = Value
I = Income
R = Rate

Using the Three Approaches

All three approaches to value are the basis for any single-property or mass appraisal “model”
used by an appraiser. A “model” is defined by the International Association of Assessing
Officers, and in the Definition section of this rule, as “A representation of. how something
works; for purposes of appraisal, a representation (in words or an equation) that cxplains the
relationship between value ... and variables representing factors of supply and demand.” The
appraisal model selected and used by the appraiser can be thought of as the formula that is
mathematically processed to arrive at an estimate of value for a property. Therefore, the formulas
given for the three approaches to value above could be referred to as “models”.

These general models of the three approaches to value outlined above can be refined and
expanded through a process referred to as model specification. Model specification is the
designing of a model that is based upon appraisal theory and attempts to retlect the actions of
buyers and sellers in the market. Specification of a model includes choosing variables to be
included in the formula and mathematically defining their relationship to each other and the
property's value.

For example, the specification of a simple model is expressed below:
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(SF, X $, /SF) + (SFL X $L/SF) = V

Where: SF = Improvement area in square feet
$/SF = Unit pricc of the improvement per square foot
SFL = Land area in square feet
Si/SF = Unit price of the land per square foot
Vv = Total Property Value

The model could be even further refined as follows:

NHF X [(SF, X $,/SF) + (SF, X $L/SF) ] =V

Where: NHF = Neighborhood Factor
SF = Improvement area in square feet
$/SF = Unit price of the improvement per square foot
SFu = Land arca in square feet
Su/SF = Unit price of the land per square foot
Vv = Total Property Value

As can be seen from the above demonstration, models can become very sophisticated in their
attempt to reflect market conditions.

There are a multitude of models that have been developed for the mass appraisal process by
assessing officials, vendors, and academics. Any of these models may be capable of producing
accurate and uniform values for a particular class of property within a specified geographic area.
However, not all models can be used for every type of property or in every jurisdiction nor do
they all offer ease in administration. The market dictates what type of models should be used and
administrative constraints, such as knowledge of the user and budget concerns, dictate what
models can be used.

Whatever mass appraisal method(s) and model(s) a county chooses, they must be capable of
producing accurate and uniform values throughout the jurisdiction and across all classes of
property. The standards of accuracy and validation the Department of Local Government
Finance will use to judge alternative mass appraisal methods are stated in the section of this
manual entitled “Approval of Mass Appraisal Methods.”
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Minimum Data Requirements

Any mass appraisal method selected by a county must have certain types of data available. These
minimum data requirements are intended to allow taxpayers to understand the valuation process
and provide the necessary information for the Department of Local Government Finance to
perform its duties. These requirements are not intended to be restrictive but only to standardize
the minimum data each county must have in its mass appraisal method. Any additional data a
county wishes to collect is allowed under this rule.

Property Specific Characteristics:

® Parcel Number

o County

e Township

° Corporation :

° Rectangular Survey Section #

® Subdivision/Plat Name

e Ownership information

° Street Address

o SBTC Property Class Code (See Appendix A)
° SBTC Taxing District #

° Neighborhood Code (residential only)
o SBTC Land Type Code (See Appendix B)

J Land dimensions

° Land Size

o Improvement(s) Sketch with labels

® Improvement Photograph (principal structure)

o Year of Construction for all improvements

o Condition Rating of all improvements

° Sales History with sales prices, annotated for any adjustments

° Assessment History from the last reassessment forward; broken down by land,

improvement, and total
Comparative Data:

® Copies of all sales disclosure statements
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Approval of Mass Appraisal Methods

The following steps shall be followed in approving a mass appraisal method:

1) Each county assessor shall become knowledgeable as to the various methods of
mass appraisal available. All mass appraisal methods considered shall comply with the minimum
data requirements outlined in this manual. ’

2) The county assessor shall then make a final determination as to which mass
appraisal method he/she prefers to be used in the county after discussions with other assessing
officials in the county.

3) The county assessor shall forward to the Department of Local Government
Finance the mass appraisal method recommended by the county. The submission to the
Department of Local Government Finance shall include enough detail on the method to allow it
to be adequately reviewed.

4) The Department of Local Government Finance shall review the submission using
the following criteria:
a) ability to accurately measure “True Tax Value” as defined in this manual;
b) case of administration by local assessing officials;
c) ability to be understood by taxpayers;
d) adherence to appraisal principles;
e) statistical support;
f) ability to produce data to be used in county and state ratio studies;
g) compliance with the following statistical support guidelines:’
1. statistical models must have a sound foundation in assessment,
appraisal, and economic theory;
2. the model must generally generate random error terms as opposed

to non-random error terms;

a general, unrestricted model that is simplified through analysis is

better than an overly simple model that systematically adds

variables to achieve better fit (i.e. overspecification). Generally,
assessments must be based on the simpler of two models that
produce equivalent results;

4. the model must be tested on a random selection of parcels for
accuracy and goodness of fit;

5. the model must be able to incorporate rival models. That is, 1t must
be able to explain the results, or lack thereof, for alternative
modecls;

6. the explanation of the model must include a full description of the
steps used to create the model and intermediate results that were
achieved;

7. the explanation of the model must consider a variety of statistical
measures as opposed to just the cormrelation coefficient (c.g.
distribution of error terms, F statistic, sample size and erTor, etc.);

(O8]

* Part of this text are from “A Guide to Econometrics™, Peter Kennedy, 3'd Ed.. 1996, pg. 77-78
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5) The Department of Local Government Finance shall approve or deny the use of
the method.

6) Upon approval by the Department of Local Government Finance, the local
assessing officials shall note on township and county assessment records the date of approval of
the mass appraisal method and shall include such notation on each property record card as
required by IC 6-1.1-31-5.

7) If a county fails to select a mass appraisal method under this procedure, it shall be
required to use the Guidelines adopted by the Department of Local Government Finance.

The easiest way for a county to satisfy these criteria is to import a mass appraisal method with an
existing computer assisted mass appraisal (CAMA) system that is used in substantially the same
form in another assessing jurisdiction. This will allow the Department of Local Government
Finance to review the method's output from these other jurisdictions in making its determination

as to the acceptability of the method.

Responsibilities of Assessing Officials in Reassessment

Department of I.ocal Government Finance (DLGF) - In addition to the statutory duties
assigned to it under various chapters of IC 6-1.1, the DLGF will be responsible for:

e Approving the mass appraisal methods selected by the counties of the state.

J Conducting reviews of mass appraisal methods to ensure compliance with
applicable laws.

° Conducting assessment ratio studies to determine the accuracy and uniformity of
locally determined assessments.

° Reviewing assessment ratio studies and equalization conducted by county
assessors.

Property Tax Assessment Board of Appeals (PTABOA) - In addition to the statutory duties
assigned to them under various chapters of IC 6-1.1, the county PTABOA's will be responsible
for:

° Reviewing land value base rates set by township and county assessors prior to
‘ these rates being used to assess.
o Conducting public hearings on land value base rates set by township and county
assessors prior to these rates being used to assess real property.
° Adjusting land value base rates, where necessary, in conjunction with counties

contiguous to their counties to ensure cross-county uniformity.

County Assessor - In addition to the statutory duties assigned to them under various chapters of
1C 6-1.1, the county assessors will be responsible for:

. Reviewing mass appraisal methods for their applicability to the assessment of
property within their respective counties.
® Conducting discussions with township and trustee assessors to select a mass

appraisal method to be used within their respective counties.
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Directing the township and trustee assessors in the uniform valuation of land
within their respective counties.

Submitting to the DLGF the mass appraisal method selected by assessing officials
within their respective counties. '
Conducting assessment ratio studies to determine the accuracy and uniformity of
assessments within the county.

Equalizing assessments countywide and, where not performed by a township
assessor, within townships.

Township and Trustee Assessor - In addition to the statutory duties assigned to them under
various chapters of IC 6-1.1, the township and trustee assessors arc responsible for:

Determining land value base rates.

Using the mass appraisal method sclected by the county assessing officials and
approved by the DLGF. : .

Conducting assessment ratio studies to determine the accuracy and uniformity of
assessments within their respective township.

Equalizing assessments within the township.
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Assessment Ratio Studies and Equalization

The accuracy and uniformity of the assessments produced by any mass appraisal method shall be
measured by an assessment ratio study. Should the results of the study show the assessments to
be inaccurate and/or non-uniform, equalization shall be the remedy.

Assessment Ratio Studies

A ratio study is a measure of the performance of a mass appraisal method. It compares the
assessing official’s estimate of value with objectively verifiable data. The objectively verifiable
data used in the comparison comes from selling prices and single-property appraisals prepared
independent of the assessment process. Sales based ratio studies are preferred because they are
less expensive and are more objective than independent single property appraisals.

The ratios used in assessment ratio studies are computed on individual properties by dividing the
assessing official’s estimate of assessed value, for the property by the sale price, or by an
appraised value developed by single-property appraisal methods. If sale price was used, the ratio
would be known as the assessment-sale price ratio. If appraised value was used, the ratio would
be known as the assessment-appraisal ratio. The formula for an assessment-sale price ratio
follows:

A/S = (AV) =+ SP

Where: A/S = Assessment-sale Price Ratio
AV = Assessed Value
SP = Sale Price

*This variable is excluded for non-owner occupied property

For example, assume a property sold for $104,000 and was assessed for $79,000Applying the
above formula would yield the following;

A/S =(§79,000) + $104,000

A/S = 0.7596 Rounded to 0.76

In this example, the assessment-sale price ratio would be 0.76, which is the equivalent of
seventy-six percent (76%). In other words, this property is assessed at seventy-six (76%) of the
value it should be assessed. Ideally, all assessment ratios should be at one hundred percent
(100%) in order to be considered accurate.

The ratio study uses assessment ratios as the basic data to measure the performance of a mass
appraisal method. It statistically measures the accuracy and uniformity of the assessments
produced by the mass appraisal method. Accuracy is measured through the application of
statistics by measures of central tendency. Uniformity is measured through the application of
statistics by measures of relative dispersion.
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The statistical measure of central tendency most often used in assessment ratio studies is the
median. The statistical measure of relative dispersion most often used is the coefficient of
dispersion about the median. Both of these measures are defined in the definitions section of this
rule.

The median assessment ratio reveals the “average” level at which property is assessed. If, for
example, the median assessment ratio for single-family homes in a particular neighborhood is
0.86 (86%) the conclusion can be drawn that, on the average, all homes are assessed at 86% of
their value. If the assessment level is supposed to be 100% for this neighborhood, then the ratio
study has shown that single-family homes are underassessed and, therefore, not accurately
assessed. Ideally, the median should be at 1.00 (100%). This means all properties are, on the
average, accurately assessed. But since mass appraisal methods produce only estimates of value
and are not an exact science, the actual median assessment ratio may vary from the ideal.

The coefficient of dispersion reveals the “average” difference between individual assessment
ratios and the median assessment ratio. It demonstrates the typical amount of deviation the
individual assessment ratios have from the median. If, for example, the coefficient of dispersion
about the median ratio for single-family homes in a particular neighborhood is 0.18 (18%) the
conclusion can be drawn that the individual assessment ratios deviate, on the average, plus or
minus 18% from the median assessment ratio. Ideally, the coefficient of dispersion should be at 0
(0%). This means all properties are assessed at the level shown by the median and, therefore, no
deviation is present. But, like the median assessment ratio, the actual coefficient of dispersion
may vary from the ideal.

Equalization
Standards for evaluating the accuracy and uniformity of mass appraisal methods have been

developed by the assessing community. These standards state the overall level of assessment, as
determined by the median assessment ratio, should be within ten percent (10%) of the legal level.
In Indiana, this means the median assessment ratio within a jurisdiction should fall between 0.90
(90%) and 1.10 (110%) in order to be considered accurate. This standard of ten percent (10%) on
either side of the value provides a reasonable and constructive range for measuring mass
appraisal methods.

These standards also state the coefficient of dispersion about the median should be at 0.15 (15%)
or less for single-family residences and 0.20 (20%) or less for other classes of property. If the
coefficient of dispersion is at, or below, these standards, then the mass appraisal method has
produced uniform assessments. However, if the coefficient of dispersion is above these
standards, then the mass appraisal method has produced non-uniform assessments.

Whenever inaccurate and/or non-uniform assessments are present, the county assessor and the
Department of Local Government Finance are required to equalize assessments. LEqualization of
assessments is the process of ensuring all property is, on the average, accurately and uniformly
assessed. The equalization process can be accomplished in two ways; through the application of
factors to correct the accuracy and through reassessment to correct non-uniformity.

The following decision chart shows when each of the equalization procedures are appropriate:
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:Accurate (0 k90 to 1 “kl>0)

;Ur,n.f(.)rm( — ],,5.); Ision

Nothing
Accurate (0.90 to 1.10) Non-uniform Reassess
Inaccurate Uniform (< 0.15) Apply Factors
Inaccurate Non-uniform Reassess

More details on assessment ratio studies and equalization will be found in the equalization rule,
50 IAC 14.

10189431
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Introduction

A general reassessment of a]l real property within the state is required as of March 1, 2002-The
........ 11.  This assessment
manual contains the rules for assessing real property located i m Indlana for the March 1, 2602;

ﬂﬁeagh—Mﬁeh%—%O%—assessmeﬁ—dﬂt%Méuée%mbeHFe%mﬁge&—ﬁma—pmf

The-toundations—upon-which-this—assessment-manualis-built-are-established—by-the—Indiana
Constitution—and-the-statutes-of-theIndiana-General-Assembly—Artiele X—Seetion—1-of-the
Indiana-Constitution-requires:

a-system-of assessment-and-taxation-characterized-by-uniformity;-equality and-just
valuation-based-on-property-wealth;-but-the-Clause-does-not-require-absolute-and
prea%&e*aeﬂtude«as to-the-uniformity-and-equality-of each-individual
assessment: '

16-6-1+1-31-6(c)-and-6-1-1-31-7(d)further-define-True-Fax—Value—True—tax—value-does—not
mean-fair-market-value-It-is-within-this-strueture;-and-that required-by-the-eourts—that-Frae-Tax
Value-as-expressed-in-this-manual;-seeks-to-operate-1C-6-1-1-31-6(c)-goes-on-to-state-that=True
tax—value-is-the-value-determined-under-the-rules-of-the-State Board-of Tax—Commissioners
Given-that-the-eourts—and-statutes-do-not-fully-define-true—tax-—value;-it-is-incumbent-upon-the
State-Board-of -Tax—Commissioners-to—develop-a-definition-that-satisfies-beth—statutory—and
judictal-requirements-by-providing-a-definition-that-measures-property-wealth—but-is-not-fair
market-value:

True-tax—value;-thereforesis-defined-as:

‘The-market-value-in-use-of-u-property-for-its-current-use; as-reflected-by-the-utility
received-by-the owner-or-a-similar-user;-from-the property

K-is-this-definition;—therefore;—that-sets—the-standard—upon—which-assessments-may—be—judged-
Although-this-assessment-manual-provides-general-rulesfor-assessing property; situations-may
arise-that-are-not-explained-or-that-result-in-assessments-that-may--be-inconsistent—with-this
definition:-In-these-cases-the-assessor shal-be-expected-to-adjust the-assessment-to-comply-with
this-definition-and-may-ask-the-State-Beard to-consider-additional factors—pursuant to-1C-61- -
31-5to-aceomplish-this-adjustrent:

Frue-tax-value-may be-thought-of-as-the-ask-price-of property-by-its-owner-beeause-this-value
more-clearly-represents the-utility- obtained-from-the-property;-and-the-ask-price represents-how
much-utility-must-be replaced-to-induce-the-owner-to-abanden-the-property—_tn-markets-in-which
sales-are-not-representative-of-utilities;-either because-the-utility-derived-is-higher-than-indieated
sale—prices; -or-in-markets—where--owners—are-meotivated—by-non-market-factors—sueh--as—the
maintenanee-of-a-farminglifestyle-even-in-the-face-ef-a-higher-use-value for some-other-purpose;
true-tax-vatue-wHl-not-equal-value-in-exchange-In-markets-where-there-are regular-exchanges;so

! State Boewrd-of-1ax-Commissionersv-Town-of St-Joln-F02NE2d 1034, 1040-(Ind--1998)-



To-satisty-the-requirernents-imposed-by-the-courts-and-the-legislature; True Tax—Value-uses-fair

muarket-value-data-of-property-wealth;-but-derrves-values-that-are-not-based-strietly-on-fair market
value—Instead; True-Tax—Value gives recognition-to-two-prineiples-of-the-theory-of wealth-and
WMMWWMM&W%MM%&M@%HW

comparative-term-

Based-on-the-decistons-provided-by-recent-courtrulings; the-basisfor Frue Tax-Value outlined-in
this—manual—is—value-in-use—as—epposed—to—value-in-exehange—This—concept—incorporates
objeetively-verifiable-data-leading-to-a-determination-of property-wealth-Property-wealth-undera
value-in-use-premise-may-or-may-not-be-the-same-as-market-value-depending-on-the specifie
characteristies-of-the-property—The-fellowing-definition-provides-guidance-for-determining-the
Frue Tax-Value-under-a-value-in-use-approach:

Use-ValweThe-value-a-specifie-property-has-for-a-specifie-use:’

IC 6-1.1-31-6(c) provides that “true tax value is the value determined under the rules of the
department of local government finance.” In the case of agricultural land, true tax value shall be
the value determined in_accordance with the Guidelines adopted by the Department of Local
Government Finance. In the case of all other real property, true tax value shall mean market

value, which 1s defined as follows:

The Jnos_ t prob: bl_e, ,n'ce _as of a—s_peciﬁed date,

m acom Qetmve market under all conditions requisite to a f _q_fgg_salew

d seller each acting pru Xnowledgeab
and for %e_l_f_ l_nlereqt _and assuming_that nelther s under undue
dure:

The true tax value of property under this_definition shall be determined as of the applicable
assessment date.

Fraditionally,—the—appraisal—profession—has—used—three—approaches,—or -three—methods,—in
determintng-the-value-of-real-propertyThree standard approaches are used to determine market
value. The first approach, known as the cost approach, estimates the value of the land as if
vacant and then adds the depreciated cost new of the improvements to arrive at a total estimate of
value. The second approach, known as the sales comparison approach, estimates the total value
of the property directly by comparing it to similar, or comparable, properties that have sold in the
market. The third approach, known as the income approach, is used for income producing
properties that are typically rented. It converts an estimate of income, or rent, the property is

2-—Apprai&al--In-s-ﬁmte;.-The--Dietionarvy of-Real-Estate-Appraisat-pg-383-(1993)

]AApp_r_ai,sa] Institute, The Dictionary of Real Estate Appraisal, p. 177 (2002).
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relevant-to--the—market—value-in-use—of —the-—preperty,—and-any—other information- -compiled-in
aceordance-with-generally-aceepted-appraisal-principles:
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and-property-wealth:
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PfepeﬁyWea}th#Fh&abﬁﬁéaﬁeee#%eﬂem&myi%hzeéﬁmﬁpmpenyﬂgm&

The Guidelines adopted by the Department of Local Government Finance provide procedures
and schedules_that_are acceptable in determining true tax value under the cost_approach.
Assessing officials may also consider other relevant information in applying the cost )st_approach
and may also use either the sales comparison approach or_the income approach, or both. in
determining true tax value if they are applicable to the type of property being assessed and if
relevant and reliable data is available to support the use of such approaches.

An_assessment determined by _an_assessing official in accordance with this Jmanual shall be

presumed to be correct. Any evidence relevant to the true tax value of the property as of the
assessment date may be presented to rebut the presumption of correctness of the assessment,
Such_evidence may include an appraisal prepared in accordance with generally__ _recognized

appraisal standards. However, there is no requirement that an appraisal be presented either to
support or to rebut an assessment. Instead, the validity of the assessment shall be evaluated on

the basis of all relevant evidence presented. _Whether_an_assessment_is_correct shall be

3 Stete-Board-of-Tax-Commissioners-v—Towi-of-St-John-702 N. E2d-1034-(nd--1998)-

Page 5



determined on_the basis of whether, in light of the relevant evidence, it reflects the property’s
true tax value as defined in this manual.

Finally,—as-stated-previeushy,—the-mest-importantfactor—in-assuring—uniformi ty—and-equity-—of
asmsmm$~MhHﬁﬁ¥%ﬁeﬂ%bﬁmhﬁFdeﬁmHm—ﬁﬁvﬂM%Fprﬁpeﬁy%eahh— As
WM&MM%M%WMM@MWW
to-meet-the-standard-set-out-previoushy-in-the definition-of-trae-tax-value—The county assessor
shall also utilize assessment studies, as provided in a separate rule, as a means to attain a just and
cqual basis of assessment among taxpayers in the county under IC 6-1.1-13-6. Assessment
studies seek to measure both the level of assessment and level of uniformity within assessing
jurisdictions and property classes.

Level of assessment refers to the extent to which property assessments approximate legally
mandated assessed valuation standards. By comparing the certified assessed values of sample
parcels within townships with values based on the valuation standards, assessment ratios can be
calculated for each township in a county. These ratios will serve as a basis for level of
assessment measures.

Level of uniformity refers to the degree to which property classes are equally assessed within
assessing jurisdictions. Based on assessment ratio data for each township in a county, various
statistical measures, including coefficient of dispersion, can be applied to determine the level of
uniformity within assessing jurisdictions.

Data utilized to measure level of assessment and levels of uniformity are to be used by county
assessors to equalize the assessed value of property within the county. -H-equalization-is-justified;
statistical-analysis—will-provide-information—as-to—the-degree-of- adjustments-required—to-bring
local-assessed-values-into-compliance-with-legally-mandated-standards _.When deemed necessary
to equalize assessments between or within townships or between classes of property. or when
deemed necessary to raise or lower assessments within a county or any part thereof to the level
prescribed by law, the county assessor shall apply a percentage increase or decrease 1o individual
assessments to attain just and equal assessments.

Assessment studies generally involve five basic steps: (1) definition of purpose and objectives,
(2) collection and preparation of market data, (3) matching appraisal and market data, for
consistency, (4) statistical analysis, and (5) evaluation and use of results.

Coneept

Fhe-underlying-coneept-of-this-manual-is-to-provide-a-definition-of-“Frue Tax-Value’-and-then
aHow-loecal-assessing-officialsto-select-any-aceceptable-mass-appraisal-method-to-arrive-at-that
value—The-impeortant-considerations-in-choosing-a-mass-appraisal-method -will-be-the—ease—of
administration-and-the-aceuraey-and-uniformity-of the-assessments—produced-- This-allows-the
assessing offieial-to-foeus-more-on-the results of-the reassessment-and-less-on-the-process-used-to
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Definitions

Definitions preceded by ® are taken from the publication, Glossary for Property Appraisal and
Assessment, copyright © 1997 by the International Association of Assessing Officers, 130 East
Randolph Street, Suite 850, Chicago, Illinois 60601-6217. Definitions preceded by V¥ are those
developed by the State-Beard-of Tax-CommissionersDcpartment of Local Government Finance.
Words in bold print in the definition refer to other words defined in this section.

Appraisal

Appraisal Date

Appraisal Methods

Arithmetic Mean

Array

Assess

Assessed Value

Assessment

Assessment-
Appraisal Ratio

® (1) The act of estimating the money value of property. (2) The money
value of property as estimated by an appraiser. (3) Of or pertaining to
appraising and related functions, for example, appraisal practice,
appraisal services.

® The date as of which a property's value is estimated. ¥ The date as of
which the true tax value of the property is estimated. In the case of the
26022011 general reassessment, this would be JanuaryMarch 1,
1999:2011.

m The three methods of appraisal, that is, the cost appreoach, income
approach, and sales comparison approach as defined in the Overview
of Mass Appraisal Methods and Models section of this rule. V Any
method of estimating value

B See mean.

B An ordered arrangement of data, such as a listing of sales ratios, in
order of magnitude. V¥ A ranking of data in order of value. May be either
in ascending (lowest to highest) or descending (highest to lowest) order.
Also referred to as a rank order.

® To value property officially for the purpose of taxation.

® The dollar amount for a property entered into the assessment roll.
VMay differ from true tax value if a fractional assessment system
exists. Beginning with the 2001 assessment year, the assessed value will
equalequals 100% of the true tax value.

B (1) In general, the official act of determining the amount of the tax
base. (2) As applied to property taxes, the official act of discovering,
listing, and appraising property, whether performed by an assessor,
property tax assessment board of appeals or a court. (3) The value placed
on property in the course of such act. Sce assess.

® The ratio of the assessed value of a property to an independent
appraisal.
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Assessment Date

Assessment Equity

Assessment Level

Assessment Ratio
Study

Assessment-Sale
Price Ratio

Average

Central Tendency

Coefficient of
Dispersion

Comparable Sales

Dispersion

Equalization

KFractional

Assessment

Level of Assessment

Lien Date

V March 1% of any year.

& The degree to which assessments bear a consistent relationship to
market value.

# The common or overall ratio of assessed values to market values.

® An investigation intended to determine the assessment ratio and
assessment equity.

m The ratio of the assessed value to the sale price (or adjusted sale price)
of a property.

E The arithmetic mean.

® (1) The tendency of most kinds of data to cluster around some typical
or central value, such as the mean, median, or mode. (2) By extension,
any or all such statistics.

e The average deviation of a group of numbers from the on median
expressed as a percentage of the median. In ratio studies, the average
percentage deviation from the median ratio.

B Recently sold properties that are similar in important respects to a
property being appraised; sometime referred to as “comparables™.

m The degree to which data are distributed either tightly or loosely around
a measure of central tendency.

® The process by which an appropriate governmental body attempts to
ensure that all property under its jurisdiction is appraised at the same
ratio or as required by law.

m Assessment at a fraction (percentage) of full value, or of such standard
as may be fixed by law. Note: Fractional assessment may constitute
underassessment, or it may be sanctioned by law. V¥ In Indiana, up to and
including the 2000 assessment year, the statutes allowed for fractional
assessments of 33-1/3% of true tax value. Beginning with the 2001
assessment year, fractional assessments no longer legally exist because
the statute raises the assessment level to 100% of true tax value

m Sce assessment level and assessment ratio.

® The date on which an obligation, such as a property tax bill (usually in
an amount yet to be determined), attaches to a property and the property
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Market Value

Mass Apﬁfaisal |

Mean

Measures of Central
Tendency

Median

Mode

Model

becomes security against its payment.

=-The most probable price-{in-terms-of-money)-which-a-property-should

bring, as of a specified date, in cash, or in terms equivalent to_cash, or in
other precisely revealed terms, for which the specified property rights
should sell after rcasonable exposure in a competitive and-open—market
under all conditions requisite to a fair sale, with the buyer and seller each
acting prudently-and, knowledgeably, and for self-interest. and assuming

the-price-is-not-affected-bythat neither is under undue stimulusduress.
Leitinthis-definition is {1 At : ¢ o specified
da%e—m&d%he~passmg—ef—ﬂﬂe—frem—seue%4e—bayer—&ndefeeﬂémens

whereby

® The prbéess of va]uing a group of propefties as of a given date using
common data, standardized methods, and statistical testing

® A measure of central tendency. The result of adding all the values of
a variable and dividing the number of values.

B A single point in a range of observations around which the observations
tend to cluster. The three most commonly used measures of central
tendency are the mean, median, and mode.

B A measure of central tendency. When the number of items is odd, the
value of the middle item when the items are arrayed by size. When the
number of items is even, the arithmetic average of the two central items
when the items are similarly arranged. Thus, a positional average that is
not affected by the size of extreme values.

® The most frequently occurring observation in an array.
B (1) A representation of how something works. (2) For purposes of

appraisal, a representation (in words or an equation) that explains the
relationship between value or estimated sale price and variables
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Property Wealth

Ratio Study

Reassessment

Replacement Cost

Reproduction Cost

Sale Price
Sales Ratio Study

Single-Property
Appraisal

Statistics

Subject Property

Taxable Value

True Tax Value

representing factors of supply and demand

m The: abundance of economic utility realized from property rights.—A
relative-coneept-that-reflects-the-difference-between-the-property-owned
by-the-taxpayer-and-the-minimum-amountnecessary-to-sustain Jife

® A study of the relationship between appraised or assessed values and
market values. Indicators of market values may be cither sales (sales
ratio study) or independent “expert” appraisals (appraisal ratio study).
Of common interest in ratio studies are the level uniformity of the
appraisal or assessments.

® The re-listing and reappraisal of all property in a jurisdiction or portion
thereof. Also called reappraisal or revaluation.

® The cost, including material, labor, and overhead, which would be
incurred in constructing an improvement having the same utility to its
owner as a subject improvement.

® The cost of constructing a new improvement, reasonably identical with
the subject improvement, using the same materials, construction
standards, design, and quality of workmanship.

® Amount paid for an item.
B A ratio study that uses sales prices as a proxy for market values.

m Appraisal of properties one at a time. Contrasts with Mass Appraisal.

® (1) Numerical descriptions calculated from a sample. For example, the
median, mean, or coefficient of dispersion. Statistics are used to
estimate corresponding measures, termed parameters, for the population.
(2) The science of studying numerical data systematically and of
presenting the results usefully

& The property being appraised.
® The appraised value minus all applicable exemptions, deductions, and

abatements. Property taxes are levied on taxable valuc. ¥ In Indiana, the
taxable value is referred to as net assessed value.

B The-market-value-in-use-of-a-property-for-its-eurrent-use;In the. case of
agricultural land, the value determined in accordance with the G u:delmes
adopted by the Department of Local Government l~mance In
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"‘Vé’iuation Date & The date as of which a property's value xs bstlfﬁated: | ¥ The déite as of
which the true tax value of the property is estimated. In the case of the
20022011 general reassessment, this would be JanuwaryMarch |

19992011,

H
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Overview of Mass Appraisal Methods and Models

The purpose of this section of the rule is to give the assessing official an introduction to, and an
overview of, mass appraisal methods and models. It is not the intent to be all-inclusive nor to be
the definitive source of information on the topic. Those desiring more detail on the subject are
referred to the International Association of Assessing Officers textbook, Mass Appraisal of
Real Property; copyright © 1999 by the International Association of Assessing Officers, 130
East Randolph Street, Suite 850, Chicago, Illinois 60601-6217.

As defined by the International Association of Assessing Officers and in the Definitions section
of this rule, mass appraisal is, “The process of valuing a group of properties as of a given date
using common data, standardized methods, and statistical testing.” This definition can be
compared to single-property appraisal, which is the process of valuing an individual property as
of a given date. Although the two differ in the areas of data analysis and the degree of quality
control required, they are similar in the steps applied to arrive at a final conclusion of value. Both
are applied economic theory and have as a foundation various economic principles and theories.

Mass appraisal and single-property appraisal methods are based on what are known as the three
approaches to value. These approaches are the cost approach, the sales comparison approach, and
the income approach. They are three distinct ways of looking at property and estimating its
value. The approaches to value offer three different alternatives a potential buyer has when
deciding to make an offer on a property.

Cost Approach

The cost approach to value is based on the assumption that potential buyers will pay no more for
the subject property;-henee-they-set-the-subjeet's-valae; than it would cost them to purchase an
equally desirable substitute parcel of vacant land and construct an equally desirable substitute
improvement. In this approach, the appraiser calculates the cost new of the improvements,
subtracts from it accrued depreciation to arrive at an estimate of the improvement's value, and
then adds the value of the land as if vacant to arrive at an estimate of the subject property's total
value. It can be expressed in a formula as follows:

(RCN-D)+LV=V

Where: RCN = Replacement/Reproduction Cost New of the Improvements
D = Accrued Depreciation
LV = Land Value, as if vacant
\Y% = Total Property Value

Sales Comparison Approach

The sales comparison approach to value is based on the assumption that potential buyers will pay
no more for the subject property;-henece they-set-the subjeet's-value; than it would cost them to
purchase an equally desirable substitute improved property already existing in the market place.
In this approach, the appraiser locates sales of comparable improved properties and adjusts the
selling prices to reflect the subject property's total value. The adjustments are the quantification
of characteristics in properties that cause prices paid to vary. The appraiser considers and
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compares all possible differences between the comparable properties and the subject property
that could affect value. Objectively verifiable market evidence should be used to determine these
items. Items, which are identified as having an influence on value in the market place, are then
quantified by the use of their contributory values. These contributory values then become the
adjustments which are added to, or subtracted from, the selling price of the comparable property.

The sales comparison approach can be expressed in a formula as follows:

SP+Adj=V
Where: SP = Sale Price of a Comparable Improved Property
+ = Plus or minus
Adj = Adjustments
v = Total Property Value

Income Approach

The income approach to value is based on the assumption that potential buyers will pay no more
for the subject property;-henee-theyset-the-subjeet's-vatue; than it would cost them to purchase an
equally desirable substitute investment that offers the same return and risk as the subject
property. It considers the subject property as an investment and, to that end; its value is based on
the rent it will produce for the owner. It can be expressed in a formula as follows:

AV, + |V - \V;
V=1-+R
Where: P——+=Improvement Value
' EV—=La
\Y =Fotal-Property Value
I = Income
R = Rate

Using the Three Approaches

All three approaches to value are the basis for any single-property or mass appraisal “model”
used by an appraiser. A “model” is defined by the International Association of Assessing
Officers, and in the Definition section of this rule, as “A representation of. how something
works; for purposes of appraisal, a representation (in words or an equation) that explains the
relationship between value ... and variables representing factors of supply and demand.” The
appraisal model selected and used by the appraiser can be thought of as the formula that is
mathematically processed to arrive at an estimate of value for a property. Therefore, the formulas
given for the three approaches to value above could be referred to as “models”.

These general models of the three approaches to value outlined above can be refined and
expanded through a process referred to as model specification. Model specification is the
designing of a model that is based upon appraisal theory and attempts to reflect the actions of
buyers and sellers in the market. Specification of a model includes choosing variables to be
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included in the formula and mathematically defining their relationship to each other and the
property's value.

For example, the specification of a simple model is expressed below:

(SF, X $, /SF) + (SFL X $L/SF) = V

Where: SF = Improvement area in square feet
$/SF = Unit price of the improvement per square foot
SFL = Land area in square feet
SL/SF = Unit price of the land per square foot
A% = Total Property Value

The model could be even further refined as follows:

NHF X [(SF, X $./SF) + (SF| X $L/SF) | = V

Where: NHF = Neighborhood Factor
SF = Improvement area in square feet
$/SF = Unit price of the improvement per square foot
SF, = Land area in square feet
St/SF = Unit price of the land per square foot
A" = Total Property Value

As can be seen from the above demonstration, models can become very sophisticated in their
attempt to reflect market conditions.

There are a multitude of models that have been developed for the mass appraisal process by
assessing officials, vendors, and academics. Any of these models may be capable of producing
accurate and uniform values for a particular class of property within a specified geographic area.
However, not all models can be used for every type of property or in every jurisdiction nor do
they all offer ease in administration. The market dictates what type of models should be used and
administrative constraints, such as knowledge of the user and budget concemns, dictate what
models can be used.

Whatever mass appraisal method(s) and model(s) a county chooses, they must be capable of
producing accurate and uniform values throughout the jurisdiction and across all classes of
property. The standards of accuracy and validation the State-Be ardDepartment of Local
Government Finance will use to judge alternative mass appraisal methods are stated in the
section of this manual entitled “Approval of Mass Appraisal Methods.”
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Minimum Data Requirements

Any mass appraisal method selected by a county must have certain types of data available. These
minimum data requirements are intended to allow taxpayers to understand the valuation process

and provide the necessary information for the State-Beard-efFax-CommissionersDepartment of

restrictive but only to standardize the minimum data each county must have in its mass appraisal
method. Any additional data a county wishes to collect is allowed under this rule.

Property Specific Characteristics:

Parcel Number

County

Township

Corporation

Rectangular Survey Section #
Subdivision/Plat Name

Ownership information

Street Address

SBTC Property Class Code (See Appendix A)
SBTC Taxing District #

Neighborhood Code (residential only)

SBTC Land Type Code (See Appendix B)
Land dimensions

Land Size

Improvement(s) Sketch with labels
Improvement Photograph (principal structure)
Year of Construction for all improvements
Condition Rating of all improvements

Sales History with sales prices, annotated for any adjustments

Page 15



o Assessment History from the last reassessment forward; broken down by land,
improvement, and total

Comparative Data:

e Copies of all sales disclosure statements
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Approval of Mass Appraisal Methods

The - - .. " . . fcialswid b
m%MWWWfW%MRGMMyA%WGWWmH

A)—The-Guidelines-will-be-issued-by-the-SBTC-at-the-time-this-rule becomes-official—Should
assessing-officials-in-any-county-wish-to-medify-the 2002 Real-Property-Assessment-Guidelines
tVersion-A)-or-use-an-alternative-method:the following steps shall be followed in approving the
modified-2002-Real-Property-Assessment-Guidelines- -tVersion-A)-or-alternativea mass appraisal
method:

1) Each county assessor shall become knowledgeable as to the various methods of
mass appraisal available. Included-in-these-methods-will-be-any real- property-appraisal-manuals
pre-approved-by-the-State-Board-of Tax-Commissioners—All mass appraisal methods considered
shall comply with the minimum data requirements outlined in this manual.

2) The county assessor shall eal-a—meeting—of-all-township-and-trustee-assessors
within—the-county—and—make-a—propesal-as—te—which-mass—appraisal-method—he/she—feels—is
appropriate-for-the-county:

3) ——Al}-eleeted- assessmg—etﬁm&l&—wﬁhm—{he £euﬁty,4iﬂef -having-heard-the county

a A hod-or-propose-an
akemaﬁve—methed—’ﬂaeeeaﬁt—y—assessepshan-then make a fmal determination as to whxch mass

3__) 4}—49—'1“116 county assessor shall forward to the State—Beard—of Tax
CommissionersDepartment _of Local Govemment Finance the mass appraisal method
. The submission to the State-Board-of Fax
CommfsS}enersDenartmcnt of Loca] Govemment Finance shall include enough detail on the
method to allow it to be adequately reviewed.

4) 5)-The-State-Board-ef Fax-CommissionersThe Department of Local Government
Finance shall review the submission using the following criteria:

a) ability to accurately measure “True Tax Value” as defined in this manual;
b) ease of administration by local assessing officials;

c) ability to be understood by taxpayers;

d) adherence to appraisal principles;

e) statistical support;

) ability to produce data to be used in county and state ratio studies;

g) compliance with the following statistical support guidelines:**

: 1. statistical models must have a sound foundation in assessment,

appraisal, and economic theory;

2. the model must generally generate random error terms as opposed
to non-random error terms;

3. a general, unrestricted model that is simplified through analysis is
better than an overly simple model that systematically adds
variables to achieve better fit (i.e. overspecification). Generally,

42 Part of this text are from “A Guide to Econometrics”, Peter Kennedy, 3'd Ed., 1996, pg. 77-78
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assessments must be based on the simpler of two models that
produce equivalent results;

4. the model must be tested on a random selection of parcels for
accuracy and goodness of fit;

S. the model must be able to incorporate rival models. That is, it must
be able to explain the results, or lack thereof, for alternative
models;

6. the explanation of the model must include a full description of the
steps used to create the model and intermediate results that were
achieved;

7. the explanation of the model must consider a variety of statistical
measures as opposed to just the correlation coefficient (e.g.
distribution of error terms, F statistic, sample size and error, etc.);

5) 6)-The-State-Board-of-Tax-CommissionersThe Department of Local Government
Finance shall approve or deny the use of the method.

6) 7)-Upon approval by the State-Beard-of Fax-CommissionersDepartment of Local
Government Finance, the local assessing officials shall note on township and county assessment
records the date of approval of the mass appraisal method and shall include such notation on
each property record card as required by IC 6-1.1-31-5.

7) 8)-1f a county fails to select a mass appraisal method under this procedure, it shall

be requlred to use the %@%Re&tpfepefty%ssessmen%Guldelmes (»Veﬂeﬁ%)—deagnateéby—the

The easiest way for a county to satisfy these criteria is to import a mass appraisal method with an
existing computer assisted mass appraisal (CAMA) system that is used in substantially the same
form in another assessing jurisdiction. This wil] allow the State—Board—ef—Tax
to review the method's output from
these other Junsdtctlons in makmg its determination as to the acceptability of the method-Under
this-rule—a-county—assessor-may-recommend-a—new—and—untried-method—However,—a—county
desiring-to-use-a-new-and-untried-method—wil-have-to- do—mere-to-demonstrate—the-method's
ability-te-produce-aceurate-and-uniform-values-than—f -presenting-a-method-that-has-been-used
sueeessfully—elsewhere.—This—requirement—will--include—not-enly-documentation—but—alse
demenstrablesuecess-of-the-new-method-on-an-actaal-sample-of properties.

Responsibilities of Assessing Officials in Reassessment

Finan DL -In addmon to the statutory dutles assxgned to it under various chapters of IC
6-1.1, the SBFEDLGF will be responsible for:

° Approving the mass appraisal methods selected by the counties of the state.
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° Conducting reviews of mass appraisal methods to ensure compliance with
applicable laws.

o Conducting assessment ratio studies to determine the accuracy and uniformity of
locally determined assessments.

e Reviewing assessment ratio studies and equalization conducted by county
assessors.

Property Tax Assessment Board of Appeals (PTABOA) - In addition to the statutory duties
assigned to them under various chapters of IC 6-1.1, the county PTABOA's will be responsible

for:

° Reviewing land value base rates set by township and county assessors prior to
these rates being used to assess.

° Conducting public hearings on land value base rates set by township and county
e————— assessors prior to these rates being used to assess real property.

® Adjusting land value base rates, where necessary, in conjunction with counties
contiguous to their counties to ensure cross-county uniformity.

County Assessor - In addition to the statutory duties assigned to them under various chapters of
IC 6-1.1, the county assessors will be responsible for:

® Reviewing mass appraisal methods for their applicability to the assessment of
property within their respective counties.

° Conducting meeting{s)-ofdis tons with township and trustee assessors to select
a mass appraisal method to be used within their respective counties.

° Directing the township and trustee assessors in the uniform valuation of land
within their respective counties.

o Submitting to the SBFCDLGE the mass appraisal method selected by assessing
' officials within their respective counties.

o Conducting assessment ratio studies to determine the accuracy and uniformity of
assessments within the county.

. Equalizing assessments countywide_and, where not performed by_a_township
assessor, within townships.

Township and Trustee Assessor - In addition to the statutory duties assigned to them under
various chapters of IC 6-1.1, the township and trustee assessors are responsible for:

® Determining land value base rates.’
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Using the mass appraisal method selected by the county assessing officials and
approved by the SBFE€DLGF.

Conducting assessment ratio studies to determine the accuracy and uniformity of
assessments within their respective township.

Equalizing assessments within the township.
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Assessment Ratio Studies and Equalization

The accuracy and uniformity of the assessments produced by any mass appraisal method shall be
measured by an assessment ratio study. Should the results of the study show the assessments to
be inaccurate and/or non-uniform, equalization shall be the remedy.

Assessment Ratio Studies

A ratio study is a measure of the performance of a mass appraisal method. It compares the
assessing official’s estimate of value with objectively verifiable data. The objectively verifiable
data used in the comparison comes from selling prices and single-property appraisals prepared
independent of the assessment process. Sales based ratio studies are preferred because they are
less expensive and are more objective than independent single property appraisals.

The ratios used in assessment ratio studies are computed on individual properties by dividing the
assessing official’s estimate of assessed value, for the property by the sale price, or by an
appraised value developed by single-property appraisal methods. If sale price was used, the ratio
would be known as the assessment-sale price ratio. If appraised value was used, the ratio would
be known as the assessment-appraisal ratio. The formula for an assessment-sale price ratio
follows:

A/S = (AV) = SP

Where: A/S = Assessment-sale Price Ratio
AV = Assessed Value
SP = Sale Price

*This variable is excluded for non-owner occupied property

For example, assume a property sold for $104,000 and was assessed for $79,000Applying the
above formula would yield the following:

A/S=(5$79,000) -+ $104,000

A/S = 0.7596 Rounded to 0.76

In this example, the assessment-sale price ratio would be 0.76, which is the equivalent of
seventy-six percent (76%). In other words, this property is assessed at seventy-six (76%) of the
value it should be assessed. Ideally, all assessment ratios should be at one hundred percent
(100%) in order to be considered accurate.

The ratio study uses assessment ratios as the basic data to measure the performance of a mass
appraisal method. It statistically measures the accuracy and uniformity of the assessments
produced by the mass appraisal method. Accuracy is measured through the application of
statistics by measures of central tendency. Uniformity is measured through the application of
statistics by measures of relative dispersion.
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The statistical measure of central tendency most often used in assessment ratio studies is the
median. The statistical measure of relative dispersion most often used is the coefficient of
dispersion about the median. Both of these measures are defined in the definitions section of this
rule.

The median assessment ratio reveals the “average” level at which property is assessed. If, for
example, the median assessment ratio for single-family homes in a particular neighborhood is
0.86 (86%) the conclusion can be drawn that, on the average, all homes are assessed at 86% of
their value. If the assessment level is supposed to be 100% for this neighborhood, then the ratio
study has shown that single-family homes are underassessed and, therefore, not accurately
assessed. Ideally, the median should be at 1.00 (100%). This means all properties are, on the
average, accurately assessed. But since mass appraisal methods produce only estimates of value
and are not an exact science, the actual median assessment ratio may vary from the ideal.

The coefficient of dispersion reveals the “average” difference between individual assessment
ratios and the median assessment ratio. It demonstrates the typical amount of deviation the
individual assessment ratios have from the median. If, for example, the coefficient of dispersion
about the median ratio for single-family homes in a particular neighborhood is 0.18 (18%) the
conclusion can be drawn that the individual assessment ratios deviate, on the average, plus or
minus 18% from the median assessment ratio. Ideally, the coefficient of dispersion should be at 0
(0%). This means all properties are assessed at the level shown by the median and, therefore, no
deviation is present. But, like the median assessment ratio, the actual coefficient of dispersion
may vary from the ideal.

Equalization
Standards for evaluating the accuracy and uniformity of mass appraisal methods have been

developed by the assessing community. These standards state the overall level of assessment, as
determined by the median assessment ratio, should be within ten percent (10%) of the legal level.
In Indiana, this means the median assessment ratio within a jurisdiction should fall between 0.90
(90%) and 1.10 (110%) in order to be considered accurate. This standard of ten percent (10%) on
either side of the value provides a reasonable and constructive range for measuring mass
appraisal methods.

These standards also state the coefficient of dispersion about the median should be at 0.15 (15%)
or less for single-family residences and 0.20 (20%) or less for other classes of property. If the
coefficient of dispersion is at, or below, these standards, then the mass appraisal method has
produced uniform assessments. However, if the coefficient of dispersion is above these
standards, then the mass appraisal method has produced non-uniform assessments.

Whenever inaccurate and/or non-uniform assessments are present, the county assessor and the
State-Board-of - Tax--CommissionersDepartment of Local Government Finance are required to
equalize assessments. Equalization of assessments is the process of ensuring all property is, on
the average, accurately and uniformly assessed. The equalization process can be accomplished in
two ways; through the application of factors to correct the accuracy and through reassessment to
correct non-uniformity.

The following decision chart shows when each of the equalization procedures are appropriate:
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More details on assessment ratio studies and equalization will be found in the equalization rule,

- Median

[ Coelficieat of Dispersio

Accurate (0.

Uniform (=< 0.15)

Nothiﬁg

Accurate (0.90to 1.10) Non-uniform Reassess
Inaccurate ‘ Uniform (-<0.15) Apply Factors
Inaccurate Non-uniform Reassess

50 IAC H4-¢to-be-promulgated-in2004):14.

1018943y
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Chapter 1

Mission of Reassessment

The mission of a reassessment is to inventory, verify, and value all real estate
parcels. This process distributes the property tax burden in a uniform and
equitable manner. The reassessment of real property includes the following:

s Land

s Buildings and fixtures situated on the land

= Appurtenances to land

= An estate in land or an estate, right, or privilege in mines located on the land

or minerals located in the land if the estate, right, or privilege is distinct trom
the ownership of the surface of the land. :

Residential, commercial and industrial land, and agricultural homesnes are valued o‘a\,[' l

based on values established by the township assessor and revnewed b th
Property Tax Assessment Board of Appeals (PTABOA) The for
valuing buildings and other improvements id the cost of reptaang‘the lmprove‘tnent
minus depreciation, but the comparable sa!es approa@and , ized income

approach

Reassessment of Real Property

A general reassessment of all real property wnthm the state is requ‘red as of
" March T, : : .

1,-2006- The tax llabllity resultmg from the reassessment is determined by

multiplying the net district tax rate by the net assessed valuation of the property
less any credits the property may qualify for. All taxes on real property are due
in two (2) equal installiments on May 10 and November 10 of the following year.

Assessing officials must follow the rules of the State-Board-of-Fax Rt of Ll
Cemmissieners in making any assessment or reassessment of real property.

Assessing officials must begin the reassessment of real property July 1, 1-999("@
and complete it by March 1, 2088. The reassessment period for collecting data,

_ inspecting, and valuing propertylis thirty-two (32) months.
I

Place of Assessment and Person
Liable

Real property is assessed at the place where it is situated, and it is assessed to
the person liable for the taxes as provided in IC 6-1.1-2-4(b) (c). Generally, the
owner of any tangible property on the assessment date of a year is liable for the
taxes imposed on the property for that year. However, a person holding,
possessing, controlling, or occupying any tangible property on the assessment
date of a year is liable for the taxes impaosed for that year unless the property is
assessed and taxed in the name of the owner, or the owner is liable for the taxes
under a contract with that person.

Tangible property of a partnership is listed and assessed in the firm name with
each partner jointly and severably liable for the taxes assessed.
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Commercial and Industrial Units Chapter 6

This chapter describes the process of valuing commercial and industrial
structures. It begins with an overview of the data collection procedure for
structures. In order to understand the process of valuing commercial and
industrial structures, you need to understand the following concepts, which are
. described in this chapter: :
e skeiching a siructure
s measuring and calculating areas
= using the general commercial models
= using schedules
= understanding base rates for floor levels
determining a structure’s finish type
determining a structure’s use type
determining a structure’s wall type
using a structure’s floor height
understanding the perimeter-to-area ratio for a structure
dstermining a structure’s construction type
understanding vertical and horizontal costs
determining the number of property record cards to use for a parcel.
The rest of the chapter provides step-by-step instructions for oompleiing the

relevant sections of the commercial/industrial property record card and for
determining the true tax value for a structure. :

There shall be a presumption that the reproduction or replacement cost
determined by the -prescribed schedules is the actual reproduction or
replacement cost of the subject structure for purposes of determining true tax
value. However, either the assessing officials or a taxpayer shall be permitted to
consider and use other relevant and reliable information to rebut such
presumption and establish the actual reproduction or replacement cost, it-the—
assessed-value-was-set——

Page 4  Version A—Real Property Assessment Guideline
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Appendix F

This appendix describes the concepts of accrued depreciation as applied in assessing:

s Commercial structures

s Industrial structures

= Commercial and Industrial yard structures '
This appendix discusses how depreciation is used in the valuation process. !
describes how the condition, age, desirability, and utility of a structure affect the
determination of accrued depreciation. it provides step-by-step instructions for
determining the normal depreciation percentage applicable to individual

structures.

This appendix alsc provides instructions for calculating abnormal obsolescence.

Version A—Real Property Assessment Guideline Page 3



o Ség
7 ¢S

Aon. oF Bewe Lsyers, 27 #o
EUMIAATED WKW REIACEIMNERN Cu3

e
*)

b SoLesesn € ARE

'7#:5 STAENCUT 1S () Re1lg, 566‘/ |

(YSon€ Forms oF fupcTiowmt p
Us80, BUT 6THEA PORMS REn

Commerclal and Industrial Depreciation ~ Appendix F

Understanding the Concept of - | S
Depreciation as it Applies to Commerclal
and Industrial Property :

Accrued depreciation is a loss in value to the cost new of the improvements from
any and ali causes. In estimating the replacement cost new of the
improvements, you have determined the upper limit of value that the
improvements will have on the valuation date. The accrued depreciation,
therefore, Is merely the difference between this upper limit of value (replaoemem
oostnew)andmeﬁ'uetaxvaheofthemvemem

There are three major categories, or causes, of depreaauon:

s Physical Deterioration Is a loss in value caused by the bullding materials
wearing out over time. "It may be caused by wear and tear, use or abuse,
action of the elements, and/or insect infestation.

« Functional Obsolescence Is a loss in value caused by inutility within the
improvement. It may be caused by defects in design, style, size, poor room
layout, a deficiency, the need for modernization, a superadequacy, and/or by
changes in the tastes of potential buyers. .

s External Obsoclescence is caused by an influence outside the property’s
boundaries that has a negative influence on its value. Noise, air, water, or
light pollution; heavy traffic; inharmonlous land uses; end/or crime are
axamples of external obsolescence.

Note: Whenapplymganyfonnolobsolamnoetheassessmshoddmevabate

the obsolescence on an annual basis. , , L (7d4\6)

!nusingmecosttableshthismamal,youhavaproduoadaqenaraﬁzedoost
estimation that is referred to as the replacement cost new of the structure.
Replacement cost new is defined as the cost of constructing a building having
thesameuﬁltyasmewbiectstrudurebutushgmodsmcons rials,
workmanship, and design. in so doing, you have effectively "cured" orms

ofﬂmctionalobsoloseonoema:axisunmemmm,andrmw
WMMW

The depreciation on commercial and Industrial structures is esumaled asa lump
sum percentage that accounts for the loss in value from : B-2abe
Setegories. In this manual, tiisdepreciaﬂonperoemagewﬂlberefemdtoas
normal depreciation. Any additional loss In value from

/&) YWAFFEZTED,

#

estimated separately from the normal depreciation.

Normal depreciation is estimated through the assignment of typical life
expectancles and individual structure condition classifications.

The above examples of the various forms of obsolescence are given to provide
typical types found in commercial and industrial properties. However, the
obsolescence examplas may or rmay not apply in specific markets depending
upon buyer preferences. - In other words, what is obsalete in one market may

T byl meomd depucitn, ) - o
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not be considered obsolete in another market where there are different
influences affecting value.

Determining the Actual Age of a Structure

The actual age of a structure should be determined from the records of the
owner. I this is not available, public records such as building permits or older
property record cards may be used.

Structures which have had additions built subsequent to the construction of the
principal or original structure must have a "weighted" age calculated to use in
place of the actual age when using the commercial and industrial depreciation
tables. The method of calculating weighted age is one of weighting the actual
age of the original structure and each of its additions by the square footage
contained in each part of the structure.

Note: Depreciation is based on the number of years that have lapsed from the
date of construction and the effective date of valuation. Therefors, in this
manual the age of a structure is the difference between its date of construction
and Jandary-; -

Example: An industrial plant was originally built forty {40) years ago in 1959 and
has had two additions; one twenty (20) years ago in 1979 and the second five (5)
years ago in 1994. The original structure contained twenty thousand (20,000)
square feet, addition one contained five thousand (5,000) square feet and
addition two contained ten thousand (10,000) square feet. The calculation of the
weighted age would be as follows: -

Part of . Total . : o
O vt & e o0 < WG ST 18 -
ame , '1“2?;;0:1 5000 + 35000 - 1420 X 1979 = 28271
("l“m"‘ 2" addition 10,000 + 35,000 = 2857 X 1984 =  569.71
Totals 35,000 7100.00 W

1,971.85 rounds to the year 1972. Therefore, the structure has a weighted age
of twenty-seven (27) years and the assessor would enter 1972 on the property
record card in the age column under summary of improvements.

Version A—Real Property Assessment Guideline Page 5
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Understanding the Commercial and Industrial
Structure Condition Classifications

Page 6

The assessing official first determines the structure condition classification
for the structure taking into account its physical condition, any inutilities, and
location. The maijority of structures will have an average structure condition
classification. An average structure condition classification for a structure means
it is in the average condition and has the average utility characteristics of the
majority of the structures with the same age. Therefore, the structure given an
average structure condition classification has experienced representative or
typical maintenance and offers the same utility as the majority of structures
within its age group.

Structures demonstrating higher maintenance, suffering from less inutility, and
having superior locations than the majority of structures in the age group should
be given condition classifications of good or excellent. Examples of these types
of structures would include a structure having energy efficient replacement
windows or a commercial structure that has had the fagade modernized.

Structures demonstrating lower maintenance and suffering from more inutility
should be given structure condition classifications of fair, poor, and very poor.
Examples of these types of structures would include a structure that has a
severely deteriorated roof or an industrial structure that is located away. from any
major form of transportation.

Table 1. Structure Condition Classifications, at the end of this appendix,
describes the classifications that are to be assigned.

Version A—Real Property Assessment Guideline
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Determininglhe Normal Depreciation Percentage

This section provides the instructions for using the commercial and industrial
depreciation tables to calculate the normal deprecation percentage for a
structure.

Step 1 Determine the actual age (weighted age) of the structure using the
procedure discussed in the section Determining the Actual Age of a
Structure earlier in this appendix.

Step 2 Assign a structure condition classification 10 the structure by comparing it
1o structures of similar age. Structure condition classifications are |
summarized in Table F-1. Structure Condition Classifications later in
this appendix.

Step 3 Determine the effective age of the structure by correlating the actual age
(weighted age) with the structure condition classification in Table F-2.
Actual Age to Effective Age Conversion Table located later in this
appendix.

Step 4 Determine the typical life expectancy in years of the structure by referring
to Table F-3. Typical Structure Lives located later in this appendix.

Step 5 Go to Table F-4. Depreciation — Commercial/industrial Structures
located later in this appendix and find the total life expectancy in year's
column that you determined for the structure in Step 4 above.

Step 6 In the effective age column of the table, locate the row corresponding to
the structure's effective age as determined in Step 3 above. -

Step 7 Find the intersection of the selected row (effective age) and the selected
column (typical life expectancy). This number is the percentage of
normal depreciation from all causes suffered by the structure.

Example: A fifteen (15) year old supper club restaurant with a C grade, type 2
framing, has been assigned a structure condition classification of average based
upon its physical condition and utility. Its effective age is determined to be
fourteen (14) years by correlating its actual age with its structure condition rating
in Table F-2. Effective Age to Actual Age Conversion Table. The typical life
expectancy for a restaurant with a C grade, type 2 framing is thirty-five (35)
years as shown in Table F-3a. Typical Structure Lives. Referring to Table F-4.
Depreciation — Commercial/industrial Structures, we correlate the row for an.
effective age. of fourteen (14) years with the typical life expectancy column tor
thirty-five (35) years and find a normal depreciation of twenty-nine percent
(29.0%). ' '
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Determining Abnormal Functional n\mow\%
Obsclescence
The normal t has been esﬁmated as outfined in the first part of

this appendix accou
that affect the structure must be considered separately since they have not been

or typical physical dmmmiow
 oksolessencs. Any abnormal or excessive functional arid extemal obsolescence b :,;’:«
u

accounted for in the normal depreciation table.

Abnormal obsolescence is calculated using different methodologies depending
upon the type of inutility it represents. There are numerous methodologies and
as a general rule, common appraisal concepts and methods may be used to
dstermine obsolescence under true tax value. See Canal Square v. State Board
of Tax Commissioners. A discussion of some of the most common methods to
calcutate functional obsolescence is included below. This is not infended to be

an exhaustive list, howaver,anyme’chodutsadbyanaussessororbya!iaxpaytar’1 e

on appeal must establish certaln factors of. relcaboldy to be used as g basis for
-awuchg obsolescence. .

= - Cou ASTToVd pstordete mol:ig(=:t

reliability of sdemlﬂcandtechruwl evidonce usad Injudidalpmoeedngs
‘Daubert v. Merrell Dow Pharmacsuticals, 113 S. Ct. 2786 (1993). The B

believes that given the acceptance of the Daubert standard by Indiape oourts
that it is approprate to use these standards as a general indicatgw6f reliability of
evidence used to calcutate functional obsolescence.

in Daubert, the Court held that to be relevant, “[plroposegfestimony must be
supported by appropriate validation - i.e., 'good groysds,’ based on what is
known.” 113 S. Ct. at 2785. In other words to ba séliable evidence, a scientific
or technical study must satisfy the following copditions:

s Is the evidence reliable?

s Is the evidence relevant? For examiy
Relevance may be indicated by:

- whemermemeowcan bgdnd has been tested; ,
— whether the theory hasgtee Miedtopeerrmdewandpubnshed
— rate of emror.and enanceotsmndards
— gensral accapiapce ofmeﬂworyhmerelevamsclanﬂﬁcmmmy
Kumcz v. Hopda North America, Inc., 166 F.R.D. 386, 388
(D.C.Mich fr-
lnaddmonto 6 general requirements. for relevancy discussed above, both the
United States Supreme Court and Indiana Supreme Court have recognized that
scientific/évidence can be rellabls for one purpose and not another, and that to
be re}etant to a particular inquiry, the proponent of the evidence must establish a
vglid sdenﬁﬁcconneoﬁonbetweenﬂxeﬂleoryandmespedﬂcfactsofmewse

4 28URET ~ Uy

d, does the evidence “fil” the case?

BT, oW
0

will consider a number of additie facto:smdetormhemeevamyaf
evidence regarding obsolescence. The first factor is whether the alleged

Page 8 Version A—Real Property Assessment Guideline
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maladies of the property actually lead to a loss of value. Evidence of such loss
of value may be based on the assessor's observations of the property, statistical
evidence establishing a correlation between the faults of the property and its
value, or from anecdotal evidence if sufficiently reliable. In many cases there will
/Y\.L(_M be causes of obsolescence that cannot be easily seen by the assessor. In these
cases, it is incumbenieathetaxpayer to establish a link between the evidence

and the loss in value. For statistical evidence this may be established by
providing sufficient evidence of correlation of the evidence to value. For
anecdotal evidence establishing reliability is more difficult. Uncorroborated

/ A\ assertions by the taxpayer in a tax appeal regarding the value of its propeny-ave‘a’

u__/—w._.mhesenﬂy unreliable uniess they can be confirmed either by other stalemenBSor ]
by the opinions of impartial observers. For example, a statement by a taxpayer
that its property is worthless is not reliable if the'same taxpayer has produced
sales literature extolling the virtues of the property and discussing its great vaiue.

.Qw"b.“q

Most Common Methods for Calculating
Functional Obsolescence

Functional obsolescence is calculated using different methodologies depending
upon the type of inutility it represents. Listed below are the most common forms
of functional obsolescence and the appropriate methodologies used to convert

them into a dollar loss in value.

= A deficiency requiring an addition is something lacking in the improvement
that potential owners of the property desire. An example of this would be an
office building without central air conditioning located in a neighborhood where
all comparable, competing office buildings have central air conditioning. The
depreciation caused by this type of functional obsolescence is calculated by
determining the cost of adding (retrofitting) the item less the cost to install the
item in new construction. Using the example in this paragraph; a contractor
estimates it would cost $40,000 to add central air conditioning to the office
building at the present time and the manual shows the cost new of this air
conditioning system is $30,000. The amount of functional obsolescence

would be calculated as follows:

Cost to add (retrofit) air conditioning $40,000
Less cost new of air conditioning from manual - 30,000
Functional Obsolescence $10,000

= The need for modernization means the improvement has the item desired by
the potential owners but it is outdated or inefficient. An example of this would
be a ventilating system in an industrial plant that does not effectively remove
heat and odors from the manufacturmg area. The depreciation caused by this
type of functional obsolescence is calculated by taking the cost new of the
item, less the physical depreciation already charged, less the salvage value of
the existing item (if any), plus the cost to remove the existing item and the
added cost to install the new, modern item. Using the example in this
paragraph; the cost new of the current ventilating system was $20,000, it was
physically depreciated 50%, had a salvage value as scrap metal of $500, and
the cost to remove the existing system and install the new system was
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$30,000. The amount of functional obsolescence would be calculated as
follows:

Cost new of existing system ' $20,000
Lsss physical depreciation already charged & 50% - 10,000
Less salvags value - 500
Plusoostofromovvingoldandmstdﬁngmwsystem + 30,000
Functional Obsolescence $39,500

A superadequacy in a structure Is an item that is bigger, better or larger than
potential owners demand. For example, assume you have an apartment
buliding that is heated by a central, gas-fired boiler that produces steam. The
boiler has a capacity that is twice as big as necessary {o heat the bullding; -
therefore, it is superadequate. The depreciation caused by this type of
functional absolescence is calcutated by taking the cost new of the item, less
the physical deterioration alrerdy-charged, plus the cost of removal of the item

" and the installation cost of a new adequate item, less the salvage value (if

any} of the superadequate item.

Using the example in this paragraph; the cost new of the existing boiler is
$8,000, it was physically depreclated 80% and had a salvage valus of $200 as .
scrap metal. The cost to remove the existing boller and install a new,
adequate boiler is $12,000. The amount of functional obsolescence would be
calculated as follows:

Cost new of existing boller - $8,000
Less physical depreciation already charged @ 80% . - 6,400
Plus cost of removing old and instaliing new boiler + 12,000
Functional Obsolescence i : $13,400.

" Excess operating costs are often incurred by a property that

functional obsolescence. This means the inutikty within the relcauses ()
the owner to have to pay more to operate the property than would if the
inutiiity did not exist. An example of this would be an industrial property that
has had a warehouse addition made to the main plant. Becauss of the site
size and/or zoning restrictions, the warehouse addition was constructed ina
manner that makes the movement of materials between the main plant and
the warehouse less than efficlent, thereby causing inutility. In order to
'overcome this lautflity, the owner of the plant has had to purchase a foridift
and hire an operator that would not have been needed had the warehouse
bsen an integral part of the main plant. Thedeprodaﬂonisedwlahdas
follows:

a. Sum the annual cost of the operator's wages plus overheads (payroll
taxes, insurance, and other benefits) and the annual operating
expanses on the forkdift (fusl, maintenance, and depreciation).

b. Detenmine the number of years of remaining economic life for the -
main plant. This is the number of years from the date of valuation
until you expect the plant to have a zero value. It Is calculated by
subtracting the efiective age of the plant from its total life
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expectancy; both estimated under the normal depreciation
procedure.

c. Discount the total annual excess operating costs over the remaining
economic life of the main plant at an appropriate discount rate to get
the amount of functional obsolescence. A discussion of
“discounting” can be found in any appraisai text that discusses the
income approach to value.

Example: :
Forklift operator's annual wages $20,000
Operator’s overheads (35% of wages) 7,000
Maintenance on forklift - _ 1,000
Fuel for forklift 3,000
Despreciation on forklift 2,000
Total annual excess operating costs $33,000.

Times Present Worth of 1 per Period factor
for 20 years (remaining economic life of plant)
at a 12% discount rate
x 7.46944

Functional obsolescence : ' $246,492

Other recognized appraisal methods for determining obsolescence may also be

used if based on reliable and relevant data, it-the-date-was-readily-avaitableto—
—_the-agsesser-at-the-time-the-assessed-valuo-was-set—— -

Calculating Total Depreciation for Income
Producing Propertles

The market most often uses a capitalized income approach to value income
producing properties. This approach converts an estimate of the income the
property receives from rent into value through a mathematical process known as
capitalization. It more accurately reflects the actions of buyers and sellers of
such properties than does the cost approach to value used in the manual.

The simplest method of capitalization is done through the use of Gross income
Muttipliers (GIM). The use of this capitalization method requires certain
assumptions. The first is the property will remain rented at a constant rate with
no unusual vacancies. The second is that the subject and the comparable.
properties used in the analysis are truly comparable in that they are subject to
the same market influences. The third is that any differences between the
subject and the comparables are reflected in the rents each receives.

Dividing a property’s sale price by.its annual income (rent) derives a gross
income multiplier (GIM). The resultant GIM is a number that tells you how many
times gross annual rent a purchaser paid for the property being analyzed.
Completing this calculation for all sold comparable properties within an area will
yield a range of GIM's from which can be chosen the typical GIM for the area.
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The mechanics of the GIM method are:

1) Derive GIM’s from comparable sales by dividing the sale price by the
gross annual income/rent that each was receiving at the time of sale.

2) Calculate the total value of the subject property by multiplying its annual
gross rent by the appropriate GIM.

Compare this total value from the capitalization process to the subject property’s
RCN plus land value. If the capitalized value is equal to or greater than the RCN
plus land value, no depreciation exists on the subject property. If the RCN pius
land value is greater than the capitalized value, the difference between the two
values is the indicated total depreciation for the subject property.

Other more sop_histicaied versions of the capitalized income approach may be
used to determine total depreciation if based on reliable and relevant data #-the——

- —data was-readiy-avaiable-te-the-assessoratthetime-the-assessed-valvo-was—————

—set—
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Determining Abnormal External P‘F( L
Obsolescence : .

THE IWERT !> A4 QUOTE FAan '0&0/57?1}- Assrsugur Vezotraw

Extemal obsolescence can either be t or permanent. Temporary
extemnal obsolescence is caused by rs in the market such as an oversupply
of the type of space it provides. Thig is sometimes found in income producing
(rental) propertles such as aparimehts, hotels/motsis, office buildings, and retail
commercial space such as shoppi ers and downtown mercantile buildings.
Permanent external obsolescence¥s’caused by the subject 's location to
an encroaching land use. Examplesofﬁismutdbedoﬁp'!m roximity to an
environmental hazard, inharmonious land uses surrounding the property, and the
absence of zoning and land use controls. - ‘

oYY a2’

Functional Obsolescence in this appendix with [egard ,
applies in the case of external cbsolegchace” o Board betleves that given the
acceptance of the Daubert slanéert by indiana cours it is appropriate to use

these standards gs.a-gefieral indicator of refliability of evidence used to calculate

Market data must be used in estimating external obsolas‘m’nc:%owiﬁ.—k‘

S

. Its effect on land value is demonstrefee
the land value assigned to the subject property.” lis effect on buikding value is the
onlycomemdlscussedhttﬂsappondixbecauseltlsﬂwdepmciéﬁonofme
structure that we are concemned with at this point in the true tax value
determination. A properly determined land value ratio developed for the
ndghbodmd.hmelandvaluepmqssslsusoutodotammmeanmmm
extemal obsolescence to be aliocated to the building. :

Example: You have estimated $20,000 as the total extemal obsolescence for
a commercial property. The land value ratio established for commercial property
in this neighborhood is 1:3 meaning that one (1) part of the total value is in the
land and three (3) parts are in the improvements. To determine the amount of
external absolescence on the improvements, you must allocate out of the total
‘obsolescence three (3) parts, which is equal to seventy-five percent (75%).
Therefore, 3 parts or 75% of $20,000 total obsolescence equals $15,000 of
external obsolescence on the wmm%

i DBSOLESCONE AFFEETS THE TOTH
BEcAsE EXTE AT D LAUD — THE OBSDLESCEWE

PROERTY — | MPROVE _
ATTRBVTABLE To THE wgwc’ﬂem MUST BE | SILATED.
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Calculating Abnormal External

Obsoclescence

use of market data; Thees
capitalization of rent loss.

The reference fo the paired sales analysis as being one of
only two mefods to estimate external obsolescence in incorrect.
See, 6.g. International Association of Assessing Officers,
PROPERTY APPRAISAL AND ASSESSMENT ADMINISTRATION (1990), p.
229. (“Like incurable functionel obsolescence, economic
obsolescence can be measured either be comparable sales, or
capitalization of income.”) Therefore, to bring the manual into
compliance with generally accepted appraisal theory, it is
suggested that the following example drawn closely from from the
IAAQ text, PROPERTY ASSESSMENT AND VALUATION, SECOND ED.

N\ (1887} 175 be inserted at this point.

Sales Comparison Method. Assume that a residence in an area zoned
exclusively for residential purposes is located adjacent 10 an interstate highway, but
without any access to the interstate. Analysis of sales of comparable properties that are
not adjacent to the interstate indicate a loss of market value of $8,000 for this condition.
Land value for the subject is $3,000 less than for comparable sales that are not adjacent to
the busy street. External obsolescence may be estimated as follows:

Market value loss $8,000
Land Value Difference ($3.000)
Loss attributable to improvement $5,000
ane 14 - Varsion A—Real Property Assessment Guideline
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by sale price of compara

Capitalization of income Method

mismetrwdofealnmunoextemalobsolesoenceusesﬁekmmaappmad\to
valuetech!iquoswherebymeremMcausedbylheemmalobsoIsscencels
capigaﬂzedintomesﬂmateofﬂuloqshtotdmpeﬂyvdua. The assessing

the total exwmﬂobsdmucmhmmhMamom This dollar

mwmofexmnalobsohsoemebmencomatedtoapemnmeby'dmngk
byuwretmhdervalueofmesub]oalmptwemm.

Example:  An office building containing 40,000 square feet of ieaseabie area
suﬁersavmmymofm%duetoanmsupplyofomoespaeemme
markel. menonnalv?acmcyra@qformistypeofproperlyhamore active
markoﬂs5%,mm15%(achn!vm1cyot20%mkwsmmalvamncyof
§%) of the space cannot be utiized in the current market. The net rent of the
subjectpropenytsss.OOpersquarefootamudly. The land value ratio for office
buildings in the area is 1:5 and the capitalization rate is 12%. You have already
calculated the remainder value at $1,700,000. _
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The external obsolescence percentage to be applied to the subject
improvements is calculated as follows:

Calculation of unused space = 40,000 SF x 15% = 6,000 sq. ft. .

6,000sg. . x $5.00/sq.ft. = Annual rent loss or $30,000
Capitalized (divided by) cap rate of 12% + 12%
Equals Total External Obsolescence = $250,000
Allocated to building $250,000 x 83.33% = $208,333
‘using the L:B ratio of 1.5

Converted to a percentage by dividing ~ $208,333 + = 12.26%
the building external obsolescence by ~ $1,700,000 ’
the remainder value

Rounded to T 12.00%

Therefore, 12.0% is the amount of external obsolescence that the subject
property’s improvements should receive and is applied to the remainder value of .

those improvements.

Version A—Real Property Assessment Guideline



Appendix F : : Commercial and Industrial Depreciation

Obsolescence for Special-Purpose

Properties a
e
This section provides recommendations for estimating i id¢ obsolescence of special-

purpose properties.
~poerfermsochanalysis: A special-pu
A limited-market property with unique physical design, special
construction materials, or a layout that restricts its utility to the use

for which it was buitt.' R
Typically, this would include industrial properties designed for a pertictiar-industry-or use, steel
mills, or specialized types of manufacturing facilities. '

The steps in this analysis include:

. Estimating the reproduction cost new of the improvements -
Breaking down the obsolescence into its component parts
Estimating the land value

Subtracting Step 2 from Step 1 to get the improvement value
Adding Step 4 to Step 3 to the total property value

EESARNES

_UndW

The reliance on value-in-use as opposed to value-in-exchange is similar to the ditference
between the bid and ask price for an asset. The bid price is what a buyer is willingt6 pay to
purchase an asset, the ask price is what the seller is willing to take in exchangetor an asset.
Typically, the bid price will initially be lower than the ask price, some nege ation will occur, and
when the two are equal an exchange will take place. '

Wae will first consider the motivations of the seller. A seller-of a special-purpose industrial
property would accept nothing less than a price equaltd the utility being gained from the
property. For properties currently in use, this amednt would be termed the value-in-use (i.e. the
ask price). A buyer of a special-purpose propérty would initially bid no more than necessary to
motivate the seller. In many cases, a buyér wouid stari with the liquidation value of the property
(i.e. the bid price). Assuming that $he’buyer intends to use the property for its current use, the
buyer will likely adjust the bid prce until a transaction is completed. Since the seller has no
motivation to sell at anythingTess than the value-in-use for a special-purpose property, the ask
price becomes the benchmark for a'likely transaction.

Contrast the vafue-in-use premise with value-in-exchange. In this scenario, the undertying

assumptiormis that both parties are motivated to undertake the transaction. From the seller's

perspettive, the only time this would occur would be if one of two conditions are met: 1) the bid

price equals the value-in-use or 2) the seller rio longer desires to continue to use the property.
or special-purpose industrial properties, this would be a very special circumstance such as

QU dion; Or Operations 1o aamere oct 5 o angd-wouKknot renee

! Appraisal Institute, The Dicrionary of Real Estate Appraisal, pg. 342.
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l!-"‘ by-$he-setierof-conting g-to-own-aRd p-tho-propery—theretoreunNuer- g Yaiss .
in-use premise, the assessment will more likely resemble the ask price as opposed to thebid (
price.

There are also several important definitions and economic concepts relategit the proposed
methodology. The terms used in this analysis are defined as:

Special-Purpose Properly: A limited-market propérty with unique
physical design, special construction mategafs, or a layout that
rastricts Its utiiity to the use for which it wés built

Use Value: The value a specificpfoperty has for a specific use.®

These definitions do not reter to the "usse b rather the “use”. This difference is material in
applying obsolescence factors and dglérmining which traditional appraisal adjustments should
be used. Value-in-use has alreadytieen determined as an appropriate basis for assessing

special-purpose properties baged onme'pmpertywealth'oonoeptproposadinSt.Jommarid
reaffirmed in the latest decigién of December of 1998.*

Further, this proposegrfethodology mests the court's recent ruling that sach taxpayer does not
have the right to “abisolute and precise exactitude as to the uniformity and equallty of each
individua! asspsSment...nor does it {the Property Taxation Clause of the Constitution of indiana] *
mandate 6 consideration of independent property wealth evidence in individual assessments

or tax afipeals "*_ The proposed analysis relies heavily on industry-wide data as it applies to the
Estimating Reproduction/Cost New o~ nrplacg menl

The primary source for estimating the reproduction new will be the commercial and
industrial cost tables. Special-purpose properties fay have higher cost per square foot
estimates than other industrial properties due to several factors. For instance, special-purpose
require more tims to construct, which will add additional infiationary costs,
interest costs, and hokding perlod costs. Also, special-purpose properties may require unusual Y ﬂW
or made-to-order materials thal are more expensive than normal construction materials. To the 6655
extent that special-purpose properties require mo‘r: immmurhg construction befors Ul{
risk Invo as B

realizing a retumn to the owner, there is more
RO & { 3 e esiimare-a+ee

Replacement cost, as opposed to reproduction cost, is the preferred method of cost estlmahoré’ *Aﬂ-g&“""’
However, estimating the replacement cost may not be possible for unique facilties, for M

situations where the plant engineer is unavallable, or where there is inadequate documentation

for the assessor o use in determining an optimal facility. In these cases, reproduction cost

estimating is the most refiable method.

2 Appraisal Institute, The Dictionary of Real Esune Appruisal, pg. 342.

> Appraisal Institute, The Dictionary of Real Estute Appraisal, pg. 383.

“ State Board of Tax Commissioners v. Town of St. John. 702 N.B. 2d 1034 (Ind. 1998), aff"g in pan and rev’g in past Town of

St. John 115, v )

* State Bourd of Tax Commissioners v. Town of St John, , 702 N.E. 24 1034 (ind. 1998), aff'g in pan and rev’g in pant Town of 1
St. John 1L
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Appendix F . Commerctlal and Industrial Depreclation

There shall be a presumption that the reproduction or reptacement cost determined by the
prescribed schedules is the actual reproduction or replacement cost of the subject structure for
purposes of determining true fax value. However, either the assessing officials or a taxpayer
shall be permitted to consider and use other relevant and reliable information to rebut such
presumption and establish the actual reproduction or replacement cost, i the-infermatiorrwas—

Adjustments to Reproduction Cost

Any portion of the facility not in use, or not in the process of being adapted for use, as of the
assessment date requires adjustment underthe-vale-n-userestimate. The assessor should
subtract the cost of such improvements from the reproduction cost prior to adjusting for '
physical, functional, and external obsolescence. The physical, functional, and extemal
obsolescence adjustments should reflect that such costs have already been subtracted out.

Estimating Physical Depreciation

The assessor should be concerned about estimating tems of physical depreciation that
jecpardize the foreseeable (5 years of less) usefulness of the fagliity (based on the portion
remaining after subtracting the cost of unused areas). These be itemized and the cost
to repair or repiace the item of physical depreciation should be imated. Mary companies
maintain budgeted malrtenance or capital improvement that will serve as additional
supporting documentation for the determination of physical i and its cost.

, Estimaﬁggjunc’tional Obsolescence

Newly constructed facilities or specialized uses where the production function (or type of
equipment) has not substantially changed since the original construction should not exhibit
functional obsolescence. This assumes that the facllity was originally designed to be efficient
ammmmndlmmdendesmuldnmmvﬂbaenmatedw. Substantial
changes in technology, accepted production methods, and product spectfi may result in
property experiencing obsolescence even given its current use. K the entirelise of the facility
has changed over time, the assessor may find forms of functional obsolescence. In this case,-
meassessorsmwakomwduatewhemmornmﬂ\emalwopawtaspecial-pumose
to be evaluated undoer this methodology since it have demonstrated a broader set

oiwmmgbuyetsandseuefsdurhgmesabproooas. nal obsolescence usually

_ i is tied to specific events (e.g. a change in use, a
change in production process, etc.) that can be objectively determined and will not occur skmply
because of age.

. One difficulty that will arise in this approach is for faciiities that contain production equipment
requiring unusual physical layouts. For example, technologies that process items in rolis or
“gngths” (6.g. paper and stesl) usually have a production process that is in a straight, long line
and may not allow for more efficiently shaped buildings. As long as the facility’s design
matches the needs of the production process, an unusually shaped building would not receive

functional obsolescence adjustments W
basid o P budidorg's sheps oo |
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—Wherraphiysical inspection shows some form o't Solescence, one way o
timating obsolescence is calculating the percentage difference (as opposed to ab
erence) between the current utilization rate of the existing facility and the recenj/ndustry
avarage utilization rate for similar facilities (the Census Bureau and Federal Resefve publish
utili2ation rate data). If this calculation indicates a negative percentage, the facjlity exhibits
functidnal obsolescence relative to the rest of the industry. If this calculation pfovides a positive

in performipg the above calculation, the assessor still has to determine ifAhe percentage
differences Were due to functional obsolescence versus management giecisions. One way to

this 5-year period, of time, functional obsolescence is likely to be pfesent. To the extent that the
ively recent phenomenon that is not exhibiteg over the 5-year period of time,
management decisips are likely to be a more significant caugé. Poor management decisions
will not allow the taxpiyer to claim more functional obsolescghce.

Another way to estimafe management effects versus functiénal obsolescence is to consider the
specific property’s desigh and expectations. Often, datas available from plant engineers and
historical internal documen{s that indicate the original i{fended utilization rate (i.e. the intended

]

sting for changes in the industry’s

potential. The calculation would Qe the percenta@e change in the facility's intended utilization

rate (adjusted for changes that hake occurred ‘
facility's recent utilization rate. AgalR, a negative number indicates functional obsolescence and

‘Estimating External (Economio
Obsolescence

oe hacauss the.-ao '-m“-”. - il rinling
~ropentios becauss-the appraicd 0 Bei=UDE aoposed to value-in-exchanae

onsequeatly. fictors that wolild affect the value topther buyers and sellers are often irrelevant
to the value that is being evidenced by the owner’s ofxgoing use of the facility.

The first step is to gather/itilization data for the most spegific SIC code that can be determined.
The assessor then compares the average utilization rate fo{ this SIC over a sustained period of
time (i.e. the fongest périod that data is available from the Fagderal Reserve) 1o the most recent
s UMzaton gata (i.e. jb 98) for the same group. If the differencé\between the two estimates is
LJ within the samplingerror for the data, then there is no external 0Qsolescence adjustment. If the
difference is morg than the sampling error, external obsolescenceNs calculated by taking the

following formuja:
2s+/0
1898 Usflization Rate less Long-term Utilization Rate
= Exterhal Obsolescence

Long-term Utilization Rate

This ddjustment can be up or down. An upward adjustment would imply that an \xdustry that
hag'very high d ly such that the value-+4r-usy of the progerty has

1SEQ e. Q
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Appsndix F Commercial and Industrial Depreciation

3 i -8 d BT Cd 2 BCial-Di
Se or rental income stream, the taxpayer may attempt to challenge the exips
Sscence calculation by capitalizing the difference between marke
ments should not be allowed for several reasons includirg:

the absence of reliable capitalization.kefe indicators, and
the difficulty of allocating sucb-thcome discrepancies between physical, functional, and
external obsolescence.

¢ o

Further, the external gbSolescence adjustment relying on ufilization rates overcomes all of
these barriers ang &0 is an adequate form of adjustment by itself.

Other generaity accepted methods of calculating obsolescence may be found in standard
appraisal 6xt and may be used where properly applicable it the-daterwasread availablo-te

t g afegagnr /1 108 e BEESG Al WaSs &8
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Determining the Depreciation Percentage
for Yard Structures

This section provides instructions for calculating depreciation applicable to
commercial and industrial yard structures. The following process is followsd.

Step 1 Determine the effective age of the yard structure by correlating the
actual age of the yard structure with the structure condition classification
in Table F-2. Actual Age to Effective Age Conversion Table.

Step 2 Go to Table F-3e. Typical Yard Structure Lives at the end of this
appendix. Find the total life expectancy for the subject yard structure in
these tables. :

Step 3 Go to Table F-4. Depreciation — Commercial/industrial Structures.
In the effective age column, locate the row corresponding to the
structure’s effective age as determined from Step 1.

Step 4 Find the intersection of the selected row (effective age) and the selected
column (total economic life expectancy). This number is the total
depreciation percentage for the structure and represents all physical
deterioration, functional and external obsolescence.

Example: A ten (10) year old, concrete parking lot, with a structure condition
classification of fair has an effective age of twelve (12) ysars as shown in the
Table F-2 Actual Age to Effective Age Conversion Table. it has a total
economic life expectancy of fifteen (15) years as shown in Table 4-3e. Typical
Yard Structure Lives. It would have a total depreciation of sixty percent
{60.00%) as shown in Table F-4. Depreclation — Commercial/industrial

- Structures, v
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Table F-1. Structure Condition Classifications
Classification Indicated Depreciation

Excellent All items that can normally be repaired or refinished
‘ have recently been corrected, such as new roofing,
paint, HVAC overhaul or replacement, etc. The
structure suffers no functional inadequacies of any kind-
and all short-lived components are in like-new condition.
Excellent location for the type of structure.

Good No obvious maintenance required with few signs of
deterioration but not everything is new. The structure
has above standard appearance and utility for structures
of its age. Very good location for the type of structure.

Average No evidence of deferred maintenance; need for a few
: minor repairs along with some refinishing. Al major
components still functional for age of the structure.
Minor inutilities typical for structures of like age and
design. Average location for the type of structure.

Fair Evidence of deferred maintenance: need for
replacement or major overhaul of some physical
components.  Building has inadequate utility and
services for structures of like age and design. Fair
location for the type of structure. :

Poor Many repairs needed; the structure suffers from
extensive deferred maintenance. It suffers from major
inutilities in that it lacks several amenities that the
majority of structures of its age and design offer.
Undesirable location for the type of structure.

Very Poor Extensive repairs needed; the -structure suffers from

' extensive deferred maintenance and is near the end of
its physical life. It suffers from extensive inutilities in that
it lacks most amenities that the majority of structures of
its age and design offer. Poor location for the type of
structure.

Note: In determining condition classifications identify the classification that best fits
the structure being assessed. . Not all of the descriptions must be met. The intent is
to classify a structure considering all physical, functional, and external factors and
weighing them accordingly.
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Table F-2. Actual Age to Effective Age Conversion Table
Effective Age based upon Condition Classification
Actual Age Excellent Good Average Fair - Poor Very Poor
0 0 0 0 0 0 0
01-03 1 2 2 2 3 3
04-06 3 4 5 6 7 8
07-09 4 6 8 9 11 12
10-12 6 8 11 12 15 17
13-15 7 11 14 15 18 21
16-18 9 13 17 19 23 26
19-21 10 15 20 22 26 30
22-24 12 17 23 25 30 35
- 25-27 13 20 26 29 34 39
28-30 15 22 29 32 38 44
31-33 16 24 32 35 42 48
34-36 18 26 35 39 46 53
37-39 18 29 38 42 ~ 50 57
40-42 21 31 41 45 54 62
43-45 22 33 44 48 58 66
46-48 24 35 47 52 62 71
49-51 25 38 50 55 65 75
52-54 27 40. 53 58 69 80
55-67 28 42 56 - 62 71 80
58-60 30 44 59 65 - 73 .80
61-63 - 31 47 62 68 75 80
64-66 33 49 | 65 72 79 80
67-69 34 - 51 68 75 80 80
70-72 36 53 71 78 80 80
73-75 37 56 74 80 80 80
76-78 39 58 77 80 80 80
79 and older 40 60 80 80 80 80

Page 24
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Table F-3a. Typical Structure Lives - GCM

Framing Type
1 2 3 4
Quality Reinforced
Occupancy Grade* Wood Joist Fire Resistant Concrate Fireproof Steal
Apartment 2B 50 55 60 60
Apartment sC 45 50 55 55
Auto Service 28 40 45 50 50
Auto Service ] c 35 40 45 45
Auto Service sD 30 35 40 40
Auto Showroom ’ 2B 40 45 50 50 .
Auto Showroom c 35 40 C 45 45
Auto Showroom - . sD 30 _35 40 40
Bank 2B 50 55 60 60
Bank (¥ 45 50 55 55
Bank <D 40 ' 45 50 50
Bowling Alley 2B 35 40 45 45
Bowling Alley sC 30 35 40 40
Car Wash Auto 2B 25 30 35 35
Car Wash Auto c 20 25 30 30
Car Wash Auto sD 20 20 25 25
_Convenience Market 2A 40 45 50 50
Convenience Market B C 35 ) 40 45 45
Convenience Market <D 30 35 40 40
Country Club 2B - 45 50 - 55 55
Countiry Club sC 40 45 50 50
Dining/Lounge zA 40 40 45 45
Dining/Lounge B,C 35 35 40 40
Dining/Lounge ' <D 30 30 35 35
Funeral Home 2A 50 50 55 55
Funeral Home B,C 45 45 50 50
Funeral Home sD 35 40 45 45
Garage - Parking zB 35 40 45 45
Garage - Parking sC 30 35 40 40
Health Club 2B 40 45 50 50
Health Club <C 35 40 45 45
Hotel ] 45 50 60 60
Hotel C 45 50 55 55
. Hotel <D 40 45 50 50
Ice Rink 2B . 40 45 50 50
ice Rink c 35 40 45 45
ice Rink sD 30 35 40 40
Mote! 2B 45 50 60 60
Motel c 45 5 55 55
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Framing Type
1 2 3 4
Quality | Reinforced
Occupancy Grade” Wood Joist Fire Resistant Concrete Fireproof Steel
Motel ‘ sD 40 45 50 5
Nursing Home zA 50 55 60 60
Nursing Home B,C 45 50 55 55
Nursing Home <D 40 45 50 50
Office - General 2B 50 55 60 60
Office - General C 45 50 55 55
Oftice - General sD 40 45 50 50
Office - Medical zB 40 45 50 50
Office - Medical <C 35 40 45 45
Retail - Department Store 2B 45 50 58 55
Retail - Department Store sC 40 45 50 50
Retail — Discount Store zB 35 40 45 45
Retail — Discount Store sC 30 35 40 40
Retail - General 28 45 50 55 55
Retail - General [¢] 40 45 50 50
Retail - General <D 40 40 45 45
|_Shopping Ctr. -'NH 2C 35 40 45 45
Shopping Ctr. - NH_ <D 30 35 40 40
Shopping Clr. - Regional 2B 50 55 55 55
Shopping Ctr. - Regional sC 45 50 55 55
Supermarket 2A 40 45 50 50
| Supermarket B,C 35 40 40 40
Supermarket <D 30 .35 40 40
Theater . 2A | 40 45 50 50
Theater B, C 35 40 45 45
| Theater <D 30 35 40 40
Utility/Storage 2B 30 35 40 40
Utility/Storage C 25 30 35 35
Ulility/Storage =D 20 25 30 30

* < means equal to or less than the quality grade shown; 2 means equal to or greater than the quality grade shown
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Table F-3b. Typiéal Structure Lives - GCl

Framing Type
Occupancy Quality 1 2 3 4
Grade* | Wood Joist Fire Resistant Reinforced Concrate Fireproof
Steel
| Garage - Commercial 2B 35 40 45 45
| Garage - Commercial =C 30 35 40 40
Hangar 2 AA 40 45 50 50
Hangar A B 35 40 45 45
Hangar C 35 40 a5 45
Hangar sD 30 35 40 40
Manufaciuring - Heavy 2B 50 55 60 60
Manutacturing - Heavy sC 45 50 55 55
Manutacturing - Light 2B 40 45 50 50
Manufacturing - Light C 35 40 50 50
Manufacturing - Light <D 35 40 45 45
Manufacturing - Loft zA 50 - 55 60 60
Manutacturing - Loft B,C 40 50 55 55
Manufacturing - Loft <D 35 40 50 50
Manufacturing — Mill All 40 50 60 . 60
Office - Industrial 28 35 40 45 45
Office - industrial c 30 35 40 40
Office - industrial <D 25 30 35 35
Power Generating Plant All 45 50 55 55
Research & Development 2B . 45 50 55 55
Research & Development C 40 45 50 50
Research & Development sD 35 40 50 50
Shop - Small 2B 30 35 40 40
Shop - Small ] sC 25 30 35. 35
Storage - Heavy Utility 2B 50 55 60 60
Storage - Heavy Utility sC 45 50 55 85
Storage - Light Utility 2B 30 35 40 40
Storage - Light Utility C 25 30 35 35
Starage - Light Utility <D 20 25 30 30
Terminal — Truck All 40 45 50 50
Warehouse — Light 2B 40 45 50 50
Warehousa — Light Cc 35 40 50 50
Warehouse — Light <D 35 40 45 45
Warghouse — Loft zA 50 55 60 60
Warehouse — Loft B, C 40 50 55 55
Warehouse — Loft ~_sD 35 40 50 50
Warehouse — Mini zB 40 45 50 50
Warehouse — Mini [9] 35 40 45 45
Warehouse - Mini <D 30 35 40 40

* < means equal to or less than the quality grade shown; = means equal 10 or greater than the quality grade shown
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Table F-3c. Typical Structure Lives - GCR

Framing Type
1
Quality
Occupancy Grade* Wood Joist

w 2A 55
|_Apartment B,C 50
|_Apartment .l sD 45
| Bank 28 50
Bank . C 45
| Bank sD 40
Dining/Lounge zZA 40
Dining/L ounge B C 35
Dining/Lounge . <D 30
Funeral Home 2A 50
Funeral Home B,C 45
Funeral Home sD 35
Motel 2B 40
Motel C 35
Mote! sD 30
Nursing Home 28 40
Nursing Home sC 35
“Office - General 2B 50
Office - General Cc 45
Office - General _ <D 40
Office - Medical 2B 40
Office - Medical sC 35

* < means equal 1o or less than the quality grade shown; 2 means equal to or greater then the quality grade shown

Table F-3d. Typical Structure Lives - GCK
Framing Type
ugm Pre-

engineered
Quality | Stesl and Pole -
| Occupency Grade’ Frame

All occupancies | 2B 35
All occupancies C 30
Al ncies <D - 25

* 5 means equal to or less then the quality grade shown; 2 means equal to or greater than the quality gréde shown
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Table F-3e. Typical Structure Lives ~ Yard Structures

Quality
Yard Structure Grade Life Expectancy
Bins — Corrugated Metal ~ Al 15
Bins - Dry Storage All 30
Bleachers - Permanent Steel 30
Bleachers - Permanent Wood 20
Bleachers - Portable All 25
Bridges — Highway Al 60
Bridges — Pedsstrian All 30
| Bridges - Skyway Al - 30
{ Bulkhead Piling Cong. 35
Butkhead Piling Stone 25
Butkhead Piling Wood 5
Canopies G/l 2B 30
Canopies C/l sC 20
Car Wash Buildings — Do It Yourself 2B 30
Car Wash Buildings — Do It Yourself C 25
Car Wash Buildings — Do It Yourself sD 20 .
Car Wash Buildings — Drive Thru 2B 30
Car Wash Buildings — Drive Thru C 25
Car Wash.Buildings — Drive Thru =D 20
Chimneys — Brick All 40
Chimneys — Metal All 25
Courses - Miniature Golf All 5
Courts - Paddie Tennis Al 20
Courts - Shuffle Board All 25
Courts — Tennis Asp 20
Courts — Tennis Clay 10
| Dikes — Earth. Al ' 5
Docks — Commercial; Stesl Piles Steel 30
Docks — Commercial; Wood Piles Wood 25
Elevators — Grain Conc. 60
Elevators ~ Grain Stesl 35
Fence - Chain Link All 15
Fence — Wood All 10
Greenhouses — Aluminum All 25
Greenhouses -~ Pipe All 20
Greenhouses — Stesl All 20
Greenhouses - Wood All 10
Guard Rails All 10
Horizontal Storage All 45
Incinerators - Brick All 20
Incinerators - Steel Al 15
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Appendix F-

Page 30

. Qudity ., -
Yard Structure Grade | Life Expectancy
Liners - Landfill All 25
Masonty Walls Al 25
Paving — Asphalt Al 10
Paving — Concrete Ali i5
Paving — Crushed Stone Al 5
Railroad Siding_ All 10
Retaining Walls All 10
Silos - Trench and Bunker Al 20
Stacks — Concrete and Brick All 40
Stacks — Steel All 25
Stagiums - Sports Al 40
Standpipes — weldsd steel Al 30_
Surface Reservoirs — concrete tanks Alt 35
Tanks - Bulk Storage All 25
Tanks - Elevated Steel All 35
Tanks - Fuel Ol All 25
Tanks - General Al 20
Tanks - Oil Storage; Bolted Stesl Type All 25
Tanks - Oil Storage; Weided Steel Type Al 25
| Tanks - Water Storage; Steel (Reservoirs) Al 30
Tanks - Water Storage; Wood Al 20
Tanks - Welded Steel Pressure All 20
Theaters - Drive-in Al 30
Towers All 50
Tracks - Running All 20
Turf - Artificial Al 5
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Table F-4. Depreciation - Commercial and industrial Structures

Effective Total Economic Life Expectancy

Age | 60 55 50 45 40 35 30 25 20 15 10 -] 5

0 0 0 0 0 0 0 0 0 0 0 0 0
01-03 1 2 2 2 3 4 4 6 7 8 20 40
04-06 4 4 5 6 7 9 12 i5 20 35 40 80
07-08 6 7 8 10 12 15 19 25 33 42 60 80
10-12 9 10 12 14 18 T~22 28 36 48 60 80 80
13-15 12 13 16 19 24 | 29 37 48 61 80 80 80
16-18 15 17 20 25 30 37 46 59 73 80 80 80
19-21 18 21 25 -] 30 37 45 56 71 80 80 80 80
22-24 21 24 29| 36 44 54 65 77 80 80 80 80
25-27 25 29 35 43 52 62 74 -| 80 80 80 80 80
28-30 29 34 41 49 59 70 78 80 | 80 80 80 80
31-33 34 40 47 56 67 74 80 80 80 80 80 80
34-36 38 45 53 62 72 78 80 | 80 80 80 80 80
37-39 43 51 59 69 77 .| 80 80 80 80 80 80 80
40-42 | 49 57 64 73 79 80 80 80 80 80 80 80
43-45 54 62 69 77 80 80 80 80 80 80 80 80
46-48 59 66 73 79 80 80 80 80 80 80 | 80 80
49-51 64 7 77 80 80 80 80 80 80 80 80 80
52-54 68 75 79 80 80 | 80 80 80 80 80 80 80
55-57 71 78 80 80 80 80 80 80 80 80 80 80
58-60 73 79 80 80 80 80 |. 80 80 80 80 .| 80 80
61-63 76 80. | 80 80 80 80 80 80 80 80 80 80
64-66 7 80 80 80 | 80 80 80 80 80 80 80 80
67-69 79 80 80 80 80 80 80 80 80 80 80 80
70-72 80 80 80 80 80 80 80 80 80 80 80 80 .
73-75 | 80 80 80 80 80 80 80 80 80 80 80 80

76+ 80 BO 80 80 80 80 80 80 80 80 80 80
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Using the Commercial Swimming Pool
Depreciation Table

* There is one (1) commercial swimming pool depreciation table. In order to use
this table you must first determine the age of the swimming pooi.

The actual age of the swimming pool on the date of the general reassessment is
to be used. Should the pool show excessive deferred maintenance for its actual
age, an effective age of six (6) years less than the pool’s construction year may
be used to determine total depreciation.

Notes: Swimming pools are only depreciated during the general reassessment
year; no further depreciation is to be applied until the next general
reassessment. .

No obsolescence Is 10 be given on commercial swimming pools.

To determine the total depreciation percentage for a swimming pool, perform the
following steps:

Step 1: In the "Age” column, locate the row corresponding to the swimming
poal's actual age or effective age. .

Step 2: Find the intersection of the selected row (age) and the "Depreciation”
column. This number is the total depreciation percentage for the
swimming pool.

Example: A commercial swimming pool is nine (9) years old. The
Commercial Swimming Pool Depreciation Table indicates the total depreciation
percentage for the swimming pool is twenty-five percent (25%).

Note: Instructions for recording the total depreciation percentage on the
property record card, converting this percentage to a multiplier, and using this
multiplier to calculate the remainder value of a commercial swimming pool are
provided in the section Calculating the Remainder Value in Chapter 7.
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Table F-5. Commercial Swimming Pool Depreciation

Price swimming pool from standard schedule and
depreciate on the basis of a 20 year life expectancy,

as follows:
’ Age Depreciation
01-02 5
03-04 10
05-06 15
07-08 20
09 25
10 30
11-12 35
13-14 40
15-16 50
17-18 55
19-20 60
21-22 65
23-25 70
Over 25 75-80
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Using the Golf Course Physical

Deterioration Table

There is one (1) golf course normal depreciation table. In order to use this table
you must first determine the condition and actual age of the golf course as
explained in this Appendix.

To determine the normal depreciation percentage for a golf course, perform the. |
following steps:

Step 1: In the rating column, locate the row corresponding to the golf course’s
condition.

Step 2: Find the intersection of the selected row (condition) and the
~Depreciation” column. This number is the normal depreciation
percentage for the golf course. .

Example: A golf course is twelve (12) years old and has a condition ot Fair.
The Golf Course Depreciation Table indicates the percentage for the golf course - -
is twenty percent (20.00%).

Note: Instructions for recording the normal depreciation percentage on the
properly record card, converting this percentage to a muttiplier, and using this
multiplier to calculate the remainder value of a golf course are provided in the
section Calculating the Remainder Value in Chapter 7.

Table F-6. Golf Course Deprociation

Suggested normal depraciation allowances based upon a composite rating of the overall
condition, desirability and functional usefulness of the course. Use after three (3) years.

NOTE: The indicated depreciation listed refers to the following items:
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Bunkers

Sprinkler systems
Site preparation
L andscaping
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Rating

Indicated Depreciation

Depreciation
Percentage

Excellent

No deferred maintenance exists. All items that can normally
be repaired or refurbished have recently been corrected. The
course has superior appearance for courses of its age and
design. The course suffers no functional inadequacies of any
kind and short-lived components are in like-new condition.

0

Good

No obvious maintenance required with few signs of
deterioration but not everything is new. The course has
above standard appearance and ut\lsty for courses of its age
and des:gn

10

Average

No evidence of deferred maintenance; need for a few minor
repairs along with some refurbishing. All major components
still functional for age of the course. Minor. inutilities typical
for courses of like age and design.

15

Fair

Evidence of deferred maintenance; need for replacement or
major overhaul of some items. Course has inadequate utility
and services for courses of like age and design.

20

Poor

Many repairs needed; the course suffers from extensive
deferred maintenance. It suffers from major inutilities in that
it lacks several amenities that the majority of courses of Its
age and design offer.

25

Very Poor

Extensive repairs needed; the course suffers from extensive
deferred maintenance. It suffers from extensive inutilities in
that it lacks most amenities that the majority of courses of its
age and design offer.

50

Note: In determmmg condition ratings identify the rating that best fits the course being
_assessed. Not all of the descriptions must be met. The intent is to classify a course
considering all physical and functional factors and weighing them accordingly.

Add an additional allowance for extraneous devaluing factors
contributing to economic obsolescence as may be required

EXTERNAL OBSOLESCENCE (1 - 3 years)
EX G AV _F P VP

0 to 1 year old 30 35 35 35 40 60
1 to 2 year old 20 25 25 25 25 40
2 to 3 year old 10 10 10 10 15 20

Note: Extemal obsolescence is applied to the remaining value
Atter normal depreciation is applied.
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Using the Riverboat Depreciation Table

There is one (1) riverboat depreciation table. In order to use this table you must
first determine the actual age of the riverboat.

To determine the iotal depreciation percentage for a riverboat, perform the
following steps:

Step 1: In the "Age” column, locate the row corresponding to the riverboat’s
actual age.

Step 2: Find the intersection of the selected row {age) and the "Depreciation”
column. This number is the total depreciation percentage for the
riverboat. '

Example: A riverboat is four (4) years old. The Riverboat Depreciation Table
indicates the total depreciation percentage for the riverboat is fifteen percent
(15%).

Note: Instructions for recording the total depreciation peroentage on the
properiy record card, converting this percentags to a multiplier, an s:ng this
multiplier to calculate the remainder value of a riverboat are provndeo inthe
section Csiculating the Remainder Value in Chapter 7.

Table F-7. Riverboat Depreciation

Actual Age Depraciation
01 5
02 ’ 10

03-04 15
05-06 20
07-08 25
09-10 30
11-12 . 35
13-14 40
16-16 : 45
17-20 50
21-26 55
27-30 . 60

Qver 30 65

Calculating Total Depreciation Percentage
for Special Use Commercial Properties

i’age 36

~ Special use commercial properties are special purpose buildings (fast food
restaurants and service stations) that are not readily adaptable to other uses.
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These types of structures go out of style both functionally and economically at a
faster rate than they physically deteriorate due to changes in consumer
preferences and demand. The businesses they house are highly competitive
and rely heavily on site location and physical appearance. In order to keep up
with the competition, owners renovate the interiors of the structures more
frequently than they do on most general commercial structures.

Competition, oversaturation, changes in consumer habits, and changes in tratfic
patterns are a few of the factors that have an influence on the success of the
operation. The obsolescence caused by these factors influences the life span of
the buildings. Periodic renovation of these type structures cures most forms of
obsolescence. Therefore actual age must be converted 1o effective age
following the guidelines earfier in this appendix used for determining effective
age.

A depreciation table that reflects the relatively short life of this type structure is
provided in this Appendix. The table reflects normal physical depreciation and
obsolescence. : '

To determins the total depreciation for special use commercial properties,
perform the following steps: ' ' .

Step 1 Assign a structure condition classification to the siructure reiative to
structures of similar age. Structure condition classifications are ‘
summarized in Table F-1. Structure Condition Classifications earlier
in this appendix. o '

Step2 Determine the effective age of the structure by correlating the actual age
(weighted age) with the structure condition classification in Table F-2.
Actual Age to Effective Age Converslon Table located earlier in this

appendix. .

Step 3 In the “Effective Age" column of the Special Use Commercial Table,
locate the row corresponding to the effective age of the building.

Step 4 Find the intersection of the selected row (effective age) and the
“Depreciation” column. This number is the total depreciation percentage
for the building. '

Note: Instructions for recording the total depreciation percentage on the
property record card, converting this percentage to a multiplier, and using this
multiplier to calculate the remainder value of special use commercial structure .
are provided in the section Calculating the Remainder Value section in
Chapter 8. ’

Version A—Real Property Assessment Guideline Page 37



Commercial and Iindustrial Depreciation Appendix F

Table F-8. Special Use Commercial Property Depreciation

Eftective
Age in years -__Depreciation

01 ' -5
02 10
03 15
04 20
05 25
06 30
07-08 - 35
09-10 A 40
11-12 . 45
13-14 50
15-16 55
17-19 60
20-21 65
22-24 70
25-30 ' 75
Over 80
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GRAIN ELEVATOR DEPRECIATION
CONSIDERATIONS

Grain elevators are special purpose structures and, with very few exceptions are rarely
convertible into other uses. Therefore, the assessor must carefully estimate all forms of
depreciation correctly. Table F-4e allows the assessor to determine the physical deterioration
-and normal obsolescence suffered by the grain elevator but does not account for abnormal
obsolescence caused by such factors as excess storage capacity, lack of transportation
facilities (major highways, railroads, or waterways), nor other types of inutilities caused by
changes in the agricultural economy. ' :

Besides the normal depreciation from Table F-4e, the assessor must also determine the
amount of abnormal obsolescence caused by factors such as these. The determination of the
amount of abnormal obsolescence requires a comparative analysis of current operating data
and the total licensed capacity. For example, a grain élevator has a total licensed capacity of
300,000 bushels. Over the last five years of operation, the elevator has stored an average of
240,000 bushels. Therefore it is suffering from abnormal functional obsolescence because, in
the current market, it has 60,000 bushels of excess capacity.

The assessor should value the grain elevator by first caiculating the replacement cost new of
the structure. Taking the average number of bushels stored for the most recent five years and
multiplying by the unit costs given in this manual accomplishes this. Replacement cost is
preferred as opposed to reproduction cost because replacement cost estimates the cost ofa
physical structure with similar utility. This-estima - yagned w .
cost eliminates the cost of obsolete materials, design, and building techniques. In so doing,
most forms of functional obsolescence have been "cured" and do not have to be accounted for
in the depreciation estimate! o assessor should then follow the steps outlined in this
appendix for determining the normal depreciation and apply this depreciation percentage to the
replacement cost new estimate. _

OV P ATAGLTATS AN s M AT AL

The amount of abnormal obsolescence should be reviewed annually and adjusted if necessary.
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TO: Cheryl Musgrave
FROM: Thomas M. Atherton
DATE: May 7, 2008

RE: Personal Thoughts on the Standard of Value for Assessments

The DLGF has proposed an assessment manual adopting market value as the standard of
value for the 2011 reassessment. Recently, some concern has been expressed about
whether this is a wise policy choice. Some have voiced the theory that implementation of
the market value standard would “devastate” the tax base. These parties suggest that the
current Market Value in Use (MVI1U) standard should be continued.

The following comments are mine alone. I do not advance them on behalf of any client.
I represent no one in this matter other than myself. However, I have had a good deal of
experience in evaluating and litigating assessments in both market value systems and the
MVIU system. For the following reasons, and others that I would be delighted to bore
you with, it is my abiding conviction that converting to a market value standard (1) will
lead to more certain, accurate, and equitable assessments; (2) fewer assessment appeals;
and (3) the appeals that do occur will be judged on a much more rational basis, leading to
further increased clarity and predictability in the system.

As you evaluate the possibility of changing the standard of value, I would suggest that
whatever standard is chosen must be characterized by the following three concepts:

1. The value standard must be clear and understandable. Assessors cannot
accurately implement a value standard that they do not understand. Stated simply, if
assessors don’t know what the “target” is, they are unlikely to hit it.

2. The value standard must be testable by objectively verifiable data. Indiana
tried a system that was not testable by objectively verifiable data. It didn’t work out very

well.

3. Assessors’ performance in equitably implementing the standard must be
readily testable the DL.GF. The ability to objectively evaluate the performance of
assessors is vital to the administration of a good assessment system. A good assessment
system will have a supervisory agency (in our case, the DLGF) which monitors the
performance of assessors and implements corrections when necessary. See, e.g. IAAQ,
MASS APPRAISAL OF REAL PROPERTY. Whatever valuation standard is adopted, the
DLGF must be able to use an accepted method of statistically sampling and testing
assessment performance. To the best of my knowledge, almost every state (and most, if
not all the provinces of Canada) do this by means of sales ratio studies. Ratio studies
compare actual market values (sales prices) with assessments. The closer the assessor
comes to the actual sales prices, the more “accurate” the assessments and the better their




performance. Sales data produces accurate measurements of assessments if the standard
the assessor is supposed to achieve is market value. But according to the proponents of
MVIU, market values are so different from MVIU assessments that if we were to change
to market value it would “devastate” Indiana’s tax base. If MVIU is significantly
different from market value, it would be improper to measure assessors’ performance by
comparing assessments to sales, a “target” they are not even supposed to be “shooting
at.”' If the DLGF is deprived of ratio studies (and the explanatory IAAO standards) what
will be the objective standard by which assessment practice is measured? Proponents of
MVIU need to answer this question.

A Brief Comparison Of Market Value In Use And Market Value Compare Under
Each Of The Three Principles.

1. The value standard must be clear and understandable.

Market Value Market Value in Use

Accepted definition, based on years of | Product of untested economic theories and
peer-reviewed scholarship. Widely applied | political expedience. Not peer-reviewed
nationally and internationally in both | and not accepted or applied anywhere
property tax and other forms of valuation. | outside of Indiana property tax.

Internally inconsistent. It is the value to the
owner. (P. 2). No, it’s the value to “a
similar user.” (P. 2) No, it’s the value for a
specific use. (P. 3) No, it’s the “ask price,”
or “the how much utility must be replaced
Internally consistent. to induce the buyer to abandon the

: property.” (p.2) Almost a decade after the
rule was implemented, there is no
consensus about the basic concepts of the
standard.

2. The value standard must be testable by objectively verifiable data.

Market Value : Market Value in Use

Value to current user completely
subjective; even the term value to a
“similar user” is amorphous and uncertain;
An assessor’s or appraiser’s judgment can | value for current use may have some
be compared to objective sales prices. objective data depending on how broadly
use is defined, and to the extent it does, the

' It is true that under the current law sales ratios studies must be used. That does not mean that
MVIU should be adopted as the standard, or that ratio studies are the appropriate measure of
MVIU assessment performance.




data will come from sales transactions.

This point is actually about theory as
opposed to objective facts, but market
valuation brings with it an established
methodology that can be applied to both
establish “correct” assessments and to
evaluate appeals.

MVIU has no established methodology
outside of the few pages in the Manual and
the decisions of the IBTR and the Tax
Court. All of us are groping in the dark
trying to understand and apply unclear and
often contradictory language.

3.

Assessors’ performance in implementing the standard must be readily testable by

the DLGF.

Market Value

Market Value in Use

Sales ratio studies allow direct comparison
of objectively verifiable data (sales prices)
to measure how closely assessments of
market value tie to actual market value
transactions.

Assessments are to be made on value in
use, not value in exchange. What is the
relevance of comparing values in exchange
(sales data) to evaluate MVIU assessments,
which, by definition, are higher or lower
than market values?

Sales Ratio Studies have IAAQO standards
to judge the accuracy and uniformity of

Proponents of MVIU should describe
objective data to judge the accuracy and

assessment performance. uniformity of MVIU assessments. They
must also identify recognized measurement
standards (akin to the JAAQ standards) that
allow the statistical measurement of
assessors’ performance by the DLGF.

A Few General Thoughts.

A. The sky may not be falling. There are several reasons why I think the
impending “loss of value crisis™ is not going to be a crisis at all. Among them: '

(1)  For the vast majority

of properties, we are currently a de facto

market value state. Agricultural land will not be affected by a change to market value.
Non agricultural land currently is valued on a market value basis. Homes, with rare
exception, currently are valued on a market value basis. Apartments currently are valued
on a market value basis. In my experience, most commercial properties are currently
valued on a market value basis e.g. hotels/motels, strip centers, etc. My understanding is
that the major concern raised by proponents of MVIU deals with the assessment of some
special purpose properties.”> For the reasons discussed in (2) below, the fears of major
value losses for special purpose properties seem overblown.

(2)  The concept of “highest and best use” is inherent in market value.
Highest and best use is defined as, “[t]he reasonably probable and legal use of vacant

? Some practitioners have raised an issue about the market value assessments of vacant
properties. | wouid be happy to discuss that issue, but rather than extend this memo, | will defer
that discussion for another day.




land or an improved property, which is physically possible, appropriately supported,
financially feasible and that results in the highest value.” DICTIONARY OF REAL ESTATE
APPRAISAL. (Emphasis added.) “When the purpose of an appraisal is to develop an
opinion of market value, highest and best use identifies the most profitable, competitive
use to which the property can be put.” APPRAISAL OF REAL ESTATE, 12" Ed., 305
(Emphasis added.) Are assessors currently assessing properties based on a use that is
MORE valuable than “the most profitable, competitive use to which the property can be
put?” It’s hard to see how they could be; but unless they are, changing to valuations
based on highest and best use will not cause a significant loss of value. The “loss of
value crisis” will also be ameliorated because the market value standard will increase
many assessments, particularly for any property that is currently under-utilized. These
properties are not being currently used for “the most profitable, competitive use to which
the property can be put,” and should see assessment increases under market value.

B. Any change in the value standard will change tax burdens. I do not
suggest that adoption of a market value standard will not change some assessments. But
an adoption of even a slightly different “value in use” system would also change
assessments and create “winners and losers.”

C. 3-2-1 Caps. Business now faces an effective tax rate potentially three
times as high as residential property. But, adding insult to injury, it seems that the
MVIU standard means market value for homeowners, yet something more than market
value for at least some businesses. So at least measured on objectively verifiable sales
data, the business community will face more than a 3 to 1 differential.

D. What about the rest of the country? If market value is hard to estimate
and unfair to homeowners and governments, how do we explain it’s wide-spread — almost
universal — use?

E. MYVYIU allows for many more “creative interpretations,” to both
increase and decrease assessments than market value. MVIU has been minimally
expounded and not clearly explained. There are an enormous amount of gaps that need to
be filled in. These gaps provide room for creative practitioners on both the taxpayer and
government sides to advance “creative theories.” By contrast, market value principles are
much better developed and relatively precise. (Compare, AORE 12% Ed. with the
Manual). As an example, compare the market value concept of “comparable sales” and
the MVIU principle of *“similar user.” Whether a particular property is in fact
“comparable” is a frequent area of dispute in market value systems. However, the
principles of comparability are well developed. If you think that your opponent has
relied on a non-comparable sale, there is an established body of principles that should be
applied and you can demonstrate the extent to which your opponent has ignored or
violated those principles. By contrast, there is nothing in the manual that defines “similar
user,” and because MVIU exists only in Indiana property tax, there is no external body of
principles or scholarship to apply. We must turn to the tax court who, in the fullness of
time will eventually tell us what the phrase “similar user” means.




F. Who fills in the gaps in valuation theory? 'As pointed out above, there
are fewer gaps in market value theory because the appraisal profession regularly updates
the principles to eliminate gaps and deal with current issues. However, under MVIU, it is
the tax court that fills in the gaps. Under MVIU the tax court will decide a case and
provide some guidance on the issue, but in the intervening years the uncertainty remains
and cases build up. Moreover, when the opinion is finally issued, it may raise as many
questions as it answers. But it is important to note that he will decide the case based
upon the record in that case. If the record is incomplete, or the case badly presented, the
decision will almost certainly be impacted. The setting of valuation principles by a court,
on a case by case basis, is just a bad idea; but it is the only option as long as Indiana
adheres to the idiosyncratic MVIU system.

G. It is fatuous to suggest that RCNLD is a measure of value for a
particular use, or to a particular user. The suggestion has been made that MVIU can
be measured by estimating replacement cost and deducting scheduled depreciation. (The
old Remainder Value.) I am unaware of any logical support for this allegation. Neither
the building classes, nor the depreciation tables are industry specific. Valued under the
cost approach, two identical manufacturing buildings will have the same RCNLD,
whether they are used in the steel industry, the automotive industry, or any other industry.
To suggest that the RCNLD measures value to the particular owner is even more
specious.




